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This study was prepared for the use of the Advisory 
Committee on Reconstruction. The views expressed are those of the author 
anc do not necessarily carry the approval of the Advisory Committee 
on Reconstruction or its Subcommittees. 


An analytical report on the same subject by Professor 
B.H. Higgins of McGill University is also available. 
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INTRODUCTION — 


To provide a clear idea of precisely what happened in Canada's 
economy during the post-war period, it is essential to know when and 
where signs of recession or recovery first occurred. Since annual 
figures are obviously inadequate for precise timing and sequence of 
events, the writer undertook to secure and assemble all possible 
monthly statistics for the various economic factors which are pertinent. 


To this end, over 200 statistical series were collected covering 
the period 1914-23 by months, subsequently converted to comparable 
scales and finally charted in standard form. The charts form a volumi- 
nous complement to this report, and are the basis for the empirical 
analysis in the succeeding pages. 


In spite of the efforts made, it is necessary to recognize that 
there are many important gaps and uncertainties in the available monthiy 
statistics for this important chapter in Canadian history, 1914-1923. 
For example, monthly data are unobtainable for electric power produc-~ 
tion, motor car sales, volume of railway and freight traffic, wage 
levels in any precise sense,employment for many activities, capital in- 
vestment, and composite production figures for many industries. The = 
most complete monthly data extant are in the fields of prices end finanre. 
The dearth of some critical monthly statistics for Canada during 1914- 
25 must be accepted as a definite fact--unfortunate for the full pur- ne 
poses of this study, but nevertheless true. 


Moreover, monthly statistics should be i.terpreted with caution, 
more particularly when they relate to individual industries. For 
example, seasonal factors greatly influence monthly fluctuations in 
production and employment for many trades and industries. Business 
activity mormally reaches peak levels for automobile production in 
early spring, building of houses is normally greatest in August, and 
meat-packing operations are highest in November or December, Obviously 
it would be difficult to determine the exact timing and sequence of 
Such highly seasonal industries relative to a general trend. However, 
their broad relation to the general picture can be individually dis- 
cerned by comparing activity in each industry for the same month from 
year to year, thereby minimizing the seasonal influence. Again, 
monthly export and import figures could scarcely be expected to define 
clear turning-points in a country's business experience. It would be 
difficult to determine the precise time which elapsed between changed 
export and import demand and the date of shipment; also, shipments 
might follow a long-term contract and not coincide with alterations 
in export or import demand, 


In order to lessen the seasonal aberrations inherent in monthly 
data, several of the statistical series charted were smoothed (by 
means of @ 12-months moving average). Much industrial data shows 
such extreme dispersion from month to month that clearly defined 
‘urning-points are often not discoverable, even after smoothing. 


The most complete and reliable monthly statistics of Canadian 
employment over this period appeared to be those obtained from the 
Census of Industry, but they have limitations, They cover manufac-~ 
turing industries only and are not available prior to 1917, and are 
not strictly comparable after 1920. Furthermore, they do not discri- 
minate between full-time and part-time employees. Consequently, it is 
possible that manufacturing operations could be curtailed or expanded 
appreciably through shorter or longer working shifts without a cor- 
responding reduction being reflected in number of employees on the 
payrolls, Notwithstanding their deficiencies for an exact appraisal 
of the timing and extent of business changes, however, they furnish 
a fairly reliable guide to the general trend. 


Aside from banking figures, prices and other data necessarily 
expressed in terms of money, statistics expressed in terms of physical 
Guantities were obtained wherever possible. Clearly, physica pgugntity 
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figures provide the ideal measurment of increase or decrease in 
business activity and employment levels, since they are directly 
comparable, Dollar value changes on the other hand, may reflect 
partly variation in business levels and partly variations in price 
levels; there may be no satisfactorily accurate criterion to gauge 
the extent of the change attributable to each of these variations. 
Emphasis upon physical quantity statistics 15 particularly important 
for the 1914-23 period, when price control in its present form did 
not prevail. 


While the foregoing comments concerning monthly statistics 
apply equally to the actual war years, timing and sequence 
were comparatively unimportant factors during the Great War when 
mounting war activity created general and pervasive prosperity through- 
out the country. Moreover, monthly data were so inadequate prior 
to 1918 that statistical analyses along the lines examined for 1918- 
23 were not feasible for the war years. In the post-war period, 
however, the timing and sequence of the marked business changes 
which were directly or indirectly the product of the Great War, are 
of real significance. So far as it has been possible, the record 
for Canada has been completed in the charts belonging to this study, 
so that comparision with contemporary events and policies can be made. 


The substantial labour of charting the series was performed 
mainly by F.H. Leacy, of the Committee on Reconstruction staff, . 
and C.E. Strike of the Bank of Canada, under the direction of Dr. 
L.C. Marsh, Research Adviser of the Committee. Mr. Leacy also pre- 
pared much subsidiary data relating to the economic structure of 
Canada during the last war period. Acknowledgement is gratefully 
tendered to the Dominion Bureau of Statistics for their cooperation 
in making available many series previously uncompiled; and particu- 
larly to the many industries and corporations who, often at much in- 
convenience at time of considerable war pressure, responded to the 
requests of the undersigned for special data without which a represen- 
tative coverage of the subject would not have been possible. 


A.W.T. 
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All observations made in this study should be construed solely 
as those of the writer, and in no way representative of any business 
or other affiliations. 
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I, DHE IMPACT OF THE WAR. 


At the outbreak of the Great War in 1914, a long period of pros- 
perity and internal expansion in Canada had already terminated and 
the country's economy was in the throes of readjustment and depres- 
Sion. For almost two decades immense capital facilities had been 
built up, financed to a significant extent by external borrowing, 
Railways and roads had been constructed, land had been occupied, 
farm machinery and equipment had been provided for neefly 200,000 
farms, new cities and tows had grown up in western Canada and large- 
scale immigration had been promoted. Foreign investors had risked 
their capital to create such tremendous development, in the belief 
that Canada's export capacity would be greatly enlarged. The time 
had arrived for these capital facilities to be utilized for productive 
purposes. Canada needed a surplus of merchandise exports over im-« 
ports, which would be sufficient to meet external interest and 
dividend payments on borrowed capital. These changes from capital 
expansion to production of export staples implied a transfer of 
labour, with employment in construction replaced by employment in 
production. Pending the transition there were considerable disloca- 
tions in Canada. 


The initial effect of the war wes to intensify the dislocations. . 
Montreal and Toronto Stock Exchanges closed for nearly three months 
and then reopened only for limited trading. Consumer purchasing 
was confined mainly to immediate needs and many factories ceased opera~ 
tions. Serious unemployment marked the winter of 1914-15, with en- 
listments easing the situation but slightly. By the spring of 1915, 
however, urgent war demands for foodstuffs and munitions contracts 
had facilitated the physical readjustments Canada was destined to 
make. Available capital facilities were rapidly utilized to meet 
export requirements, with the emphasis upon agriculture and munitions. 
Export markets which might otherwise have taken time and difficulty 
to secure were automatically and non-competitively provided by pressing. 
Allied needs. 


Thus Canada entered upon an era of war prosperity wherein pro- 
ductive resources were primarily employed to supply exports of wheat, 
flour, and other foodstuffs, explosives, shells and other munitions, 
and to build ships to transport them, Obviously the expanded and 
&ccelerated war production programme required money. 


Commensurate with the war boom, Canada's estimated national in- 
come increased from around $2,253,000,000 in 1914 to around ~*~ * f 
$3,714,000,000 in 1918--a gain of 65%, Primary agricultural net 
production contributed roughly one-third of the total estimated 
national income in both years, while manufacturing net production 
contributed about 17% in 1914 and 29% in 1918. 


Over the war period, Canada's main exports more than doubled 
in volume, and increased more than four times in value, Hydro- 
electric development was extended to meet larger industrial needs 
and growing mining activity. Transportation and other distributive 
services were increasingly utilized to accommodate larger war ex- 
ports and imports, Apart from construction, which was at a low ebb 
during hostilities, domestic trade thrived in response to rising 
money incomes throughout the country. Volume of money in the hands 
of the public expanded by approximately 70%, and over $1,500,000,000 
was raised through five War and Victory Loans floated between the 
autumn of 1915 and 1918. In brief, a high tempo of business activi- 
ty prevailed throughout the war, relentlessly end perhaps unconsciously 
weaving significant changes in the Canadian economic structure. 
What these changes were will be clearer from reference to sectors 
of the economy considered separately. 
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a, Production and Trade 


There are no available records from which to detérmine the 
exact proportion of Canadian production and employment in various 
economic activities during this period. j 

In 1915, when the war boom began, Canada's estimated popula- 
tion was about 7,900,000 (excluding 33,000 overseas), By 1918 
Canada's estimated population had increased to about 8,200,000 
(excluding 400,000 overseas), and the fully employed labour supply 
was perhaps around 500,000 greater. In all likelihood many employed 
in agricultural activities in 1915 had been drawn into munitions 
work, so that in 1918 agriculture probably employed ja smaller pro- 
portion of total Canadian workers than in 1915. Women had entered 
munitions work, and had also replaced men to fill gaps created by 
overseas service, while many retired persons had also resumed work 
for the duration of the war. 


Agriculture. From the outset of war, efforts were made to in- 
erease production of foodstuffs for export. Canadian wheat became 
particularly important for the Allies, since the closing of the 
Dardanelles had eliminated Russia as a source of supply. Area of 
some 33,000,000 acres sown to farm crops in 1914 had been extended 
to some 51,000,000 acres by 1918--a gain of 54%. Livestock raising 
and dairying were encouraged so that Canada could produce increased 
quantities of meat, butter, cheese, and other products for export, 
The 1915 record wheat crop of more than 393,000,000 bushels exceeded 
highest expectations, but, despite the more extensive areas sown, 
unfavourable weather conditions caused reduced crops in the next three 
years. The wheat crops in 1916, 1917 and 1918 totalled 263,000,000 
‘bushels, 234,000,000 bushels, and 189,000,000 bushels respectively. 


Significant statistics for Canada's export trade in agricultural 
and animal produce covering the war years are shown in Table I:+ 


Table J 


Principal Items of Agricultural Produce Exported, 1915-1919 
AA figures in millions 

Fiscal 

Year 'Total ark ' ‘ ‘ ' 


Baced ‘Agricultural &°').' ' : : : 
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Manufacturing. Manufacturing acquired a new and important ex- 
port position during the war. Prior to the war, probably less than 

7% of the total net value of all manufactured goods produced in Canada 
was sold abroad, whereas the percentage exceeded 40% from 1916-18. 

The significance of this change was all the greater because exports 
from 1916-18 did not appreciably reduce the volume of manufactured 
commodities available for domestic consumption. 


War demands naturally stimulated iron and steel, and chemical - 
and allied industries for munitions production. Shipbuilding was 
also actively pursued, with wage earners in 1917 averaging 11,370, 
and in 1918 averaging 20,348. Pulp and paperwas. another industry 
which expandéd, though the impetus in this case came from news- 
paper demand in the United States rather than Overseas. Depletion ° 
of natural resources in the United States, together with curtailment 
of former supplies of Scandinavian paper to that market, opened 
a tremendous field for the Canadian pulp and paper industry. 
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Salient export statistics for manufactures covering the war 
period are shown in Table II:- 


Taple 2. 


Principal Industrial Export Items 1915-1919 
(All figures in Millions) 


U] 
Fiscal, ' ' ' ; : 
Year Total ‘Cartridges ‘Explosives ' ' Woodpul 
Ended 'Rxports Manuf, '! ae Lt eee and ' '(Chemceical & 
Mar. 31.' Goods ' Rifles, ete,! Fulmihates ‘Newsprint ' Mechanical) 

Cwt. cwt. 

1915 ' ges ' o& ' 03s Bie rato a IL 3 Big oe? ge! 
1916 ' 2he.0 ' 73.9 ‘ ¢ eas O98 tot0s, Ged. Ost 
1917 ' 477 4 ' 240.3 40.9 90,8 23.6'111.4 20.4 
1918 636.6 1 S65 La 35.0 12,1 34,0! 9.7 25.6 
1919 555.4 2) Fiat 37 5 OAL 76.) 5407 


Mining. Normal mining activity was continued in coal production, 
while new development was concentrated upon base metals, the latter 
being virtually new exports for Canada. Exports of copper and lead 
in various unmanufactured forms totalled 73,000,000 elbsa Ln the tis- 
cal year 1914-15, and had avalue of TS They had increased 
+o 127,700,000 lbs. with a value of $22,900,000 in 1916-17, and for 
the following two fiscal years declined below 90,000,000 lbs. with 
values around $11,000,000. Nickel exports between 1914-15 and 1917-18 
increased from 45,400,000 lbs. to 82,700,000 lbs., with value rising 
from $5,100,000 to $9,000,000. 


Waterpower. Hydro-electric development in Canada during the war 
‘was an ancillary aid to industrial expansion, notably for the growing 
pulp and paper industry. In the four years ended December 31, 1918, 
installation had been increased by 427,400 H.P., or 22%. 


External Trade. Prior to the outbreak of war Canada's merchandise 
imports had exceeded exports continuously for some years. While the 
Great War reversed this relationship between exports and imports, 
Canada's import trade was nevertheless substantially increased by 
war, particularly in manufactures and mineral produts. 


Imports of all manufactured products in Canada for the fiscal 
year 1914-15 of $286,200,000 increased to $531,700,000 for the 
fiscal year 1917-18, with iron and steel and textiles rising very 
substantially both in value and in volume. For the same period 
articles for the Army and Navy imported from the United States in- 
creased from $2,700,000 to $129,200,000. Also from the United 
States, coal imports had increased from 13,500,000 tons to 21,600,000 
tons, while oils, including petroleum products, increased from 
239,200,000 gallons to 360,400,000 gallons. : 


Canada's aggregate external trade for 1914-15 was $917,490,000, 
to which imports contributed $456,000,000, or 50%, Canadian exports 
$409,400,000 or 45% and re-exports $52,000,000, or 5%. For 1917- 
18 Canada's total external trade reached the unprecedented value 
of $2,549,700,000, to which imports contributed $963 ,500,000 or 
38%, Canadian exports $1,540,000,000, or 60%, and re-exports 
$46,100,100, or 2%. These figures illustrate the tremendous growth 
in-money value of Canada's export and import trade, and clearly 
ee eatantia tse volume also occurred. 


Statistics showing thevalue of Canada's export and import 
trade are shown in Table III. 
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Table III 


Eninci pst Exports and Imports, 1914-19 
alues in Millions of Dollars 


Ended 'Coun- 1 %, ! % *Coun- 1 % $ Z 4 
Met ol Urol Usiks LOU. Usdee eOUm brLeOs U.K Total!) » U.S. Total 
LOL e ° ° e e ° ° e ° e 
1915 ' 4oo*74'3186.7 45.6'173.3 42.3°456,0' 90.2 19.8 ' 297.1 65.2 
1916 1 741.6°451.9 60.9'201.1 27.1'508.2' 77.4 15.2 ' 370.9 73.0 
1917 11151.4'742,1 64.5'280.6 24.4'846.5'107.1 12.7 ! BuSititos® 
1918 Pero eiore UEP es 2440190545 'h G1. 507 6s4.! 4792.9 ¢82.3 
1919 '1216.4'5h0. 45 NN54 9 37 1919.7" Ts Ong vs 0 T50s.eaebl. © 
1 » 


fransportation. Mransportation reaped the benefits of tremendous- 
ly increased external trade, Freight carried on Canadian Steam rail- 
ways for the year ended June 30, 1915 of 87,200,000 tons increased 
to 127,500,000 tons for the year ended June 30, 1918, while the 
average number of employees increased from 124,142 to 143,493. 


Domestic Trade. Domestic trade was stimulated during the war boon, 
as reflected by records for department and mail order sales, telephone 
installations, and increased employment in textile industries. As 
another illustration of growing domestic prosperity, in 1915, 89,944 
motor vehicles were registered in Canada, and by 1918 the number had 
tripled to 275,746. 


In retrospect, Canada's contribution to the Great War from the 
standpoint of production was magnificent, particularly when it is 
realized thet by the end of the war nearly 500,000 Canadians had 
withdrawn from production work to Active War Service. Wartime 
employment of women, more complete utilization of workers and machinery 
through longer hours, and transfer of labour from production of 
capital goods to production of staples, were the main factors res- 
ponsible for Canada's significant output of war supplies, 


b. Prices and Wages 


Prices. After the first year of war general wholesale prices 
were only about 4% above their level of August 1914, with non-fer- 
rous metal products showing the most appreciable gain. Prices for 
producers! goods, raw materials and farm products had climbed for 
five or six months, but had subsequently lost the gains made. 
Consumers! goods had remained practically stable and so had the cost 
of living. 


From the autumn of 1915 to mid-1917 prices for all groups ad- 
vanced, general wholesale prices rising by more than 75% between 
September 1915 and June 1917. Producers' goods and raw materials 
rose sharply, rising about 26% and 13% more than consumers' goods 
and manufactured goods respectively. Canadian farm products, which 
advanced about 110%, exhibited the most pronounced itnemoase. Cost 
of living advanced by 30% in this period, with the most marked in- 
creases in food prices. 


It should be noted that the abundant wheat crop of 1915 refarded_ 
rise in food prices. Average monthly price for No. 1 Northern Wheat ~~. 
at Winnipeg of approximately Saice in August 1915 had increased to 
$1.49 in August 1916, and to $2,735 in May 1917. The latter two price 
increases were not only due to the general upward price trend in 
commodities, but were caused by lower wheat supplies from disap- 
pointing crops in both 2916 and 1917. Wheat stocks in Canada of 
Sb pasmima body 33,300,000 bushels at August 31, 1916 had dropped to 
8,800,000 bushels by August 31, 1917, and to 4,100,000 bushels by 
August 31, 1918.. “iy 
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In June 1917 food control was initiated in Canada mainly 
through regulations and licenses affecting restaurants, food manu- 
facturers and dealers. As illustrations, manufacture and free im- 
port of oleomargarine were permitted, the use of sugar was restricted, 
and grain for distilled liquor was disallowed. Definite rationing 
and rigid limitations of food purchases, however, were not introduced, 
and civilian consumption of most foodstuffs was not appreciably al- 
tered. A Board of Grain Supervisors was established in June 1917 
to control the disposition of the 1917 grain crop; the Board also 
had power to fix maximum prices for grain. Wheat prices remained 
‘fairly constant thereafter. 


The following month a Fuel Controller for Canada was appointed 
to take charge of the coal situation where demand was exceeding supply. 
Since scarcity of labour had tended for some time to reduce the out~- 
put of coal mines in the Maritimes,efforts were made to increase 
Canadian production. Efforts were also made to distribute coal 
supplies equitably, since imports of coal from the United States were 
in danger of being curtailed through congestion of railways and also 
through labour difficulties in United States mines. 


From June 1917 to December 1918 general wholesale prices rose 
about 12%--a much less marked inerease than the 64% rise of the pre- 
ceding year and a half. The cost of living, dominated by upward 
price trends for clothing, fuel and food, advanced 18% compared with 
27% in the preceding year and a half. Canadian farm prices over this 
period fluctuated more widely than other groups, and by the end of 
1918 were still slightly below their peak of May 1917. The gap 
between consumers' and producers! goods had been closed, while the 
prices of manufactured goods had overtaken raw materials. 


Between August 1914 and November 1918, i.¢., for the war period, 
price indexes for various groups were as follows:- 


Table 4, 
Price changes, 1914-18 
(All date converted to base 1914-18=100) 
A. Wholesale Prices ; Aug.1914 ° Nov. 1918" ~ War 
} : ' Increases 
All Commodities (Genera : : ; 100 .8% 
Canadian Farm Products 1 71.4 ' 150.1 : 93 4% 
Raw & Partly Manufactured Goods ' Taig ince ailty LOC Lue Ma OD 5ate 
Fully & Chiefly Manufactured Goods '! TO. Otis pelt SAD) cu LOL ep 
Producers! Goods ' 72.9 ' 139.6 FR to Ot 
Consumers! Goods Te 139.0 76.08 
B. Retail Prices 4 : : 
; 
Cost of Living : BD On el SL eis ere 
Food \ TOR MN L3G elu) ar Meee 
Rent” ! 100.8 ' Ao Pant 11.0% 
Fuel : SSO pel piel, Oe hao ee 
Clothing { Octs uae ues Da eol ob 
Miscellaneous ' 90.4 Bas 5, ea Re 36.2% 


, 
Rates for various services probably increased proportionately 
during the war, though precise monthly statistics do not exist. 
Studies ef index BEDE Soe esate sce however, show that general 
freight rates by Aveust 1918 were about 37% higher than they had been 
in September 192%. 


Wages,-Wages in Canada during the war years rose to meet higher 
/ costs oO iving. Unfortunately, while monthly data for comprehensive 
_prélysis and accurate timing of wage increases are not available, 
annual averages shown in Table 5 indicate the general trend:-~ 
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Table 5. Index Numbers of Rates of Wages for Various Classes 
of Labour in Canada 
(Converted to base T9T4=100) 


+ ; Common ‘Logging General 


'Building'Metal' Printing'Steam'Coal 'Pactory'and Saw 'Metal weighted 
Year'Trades_ ‘Trades Trades 'Riys.'Mining'Labour ‘Milling 'Mining Average 
elas al ae ye | : aa 


1914!100.0 PVO. 0.) 1.00.0 ' 100.0 100.0! 100.0 ' 100.0 ' 100.0' 100.0 

19751100. ¢ ah 6 lean bhi op hge 8 eo LOO. 5 LOO ed) | 9675 i 1014319.100.7 

1916'101.6 T1OG. 5) LO ted UNOS 109 TT LOGE tm eyo WLIO LO7 Tf 

1917'109.0 1727.4" 108.6 Peyoont 128 61 12719"! 142.5 4 124.2! T2350 

1928'124.9 11545! 120.7 155.0 154.9' 150.8 162.3°' 134.8! 145.1 
{ i] 


It will be observed that wages for logging and saw milling, 
metal mining, coal mining and common factory labour increased most 
appreciably between 1914 and 1916. In the following two years for 
building, metal and printing trades, and for steam railways, a1so 
showed substantial increases. By 1918 the general average wage for ° 
various Kinds of labour in Canada had increased about Lee from 1914. 
Tnasmuch as the cost of living had increased by about 54% during the 
sarc, the industrial wage increases during the actual war years do not 
appear to have been excessive in relation to other price levels, , 


Wages of male farm help in Canada for the summer season of 1914 
wove about $21 with board per month, and had increased to around 
$410 with board per month by the summer season of 1918, These figures 
suggest that wages for farm workers in Canada increased relatively 
more than those in industrial labour. 


Notwithstanding the significant increases in prices and wages 
CGuring the war, Canada's really serious inflation was still ahead. 


e. Government Finance and Monetary Policy 


Financing expenditures in the first year of war were satisfactorily 
met. The British Government agreed to loan Canada all funds required 
to pay for war costs, while capital expenditures of about $90,000,000 
-ove made mainly through a loan in London and a fiduciary issue of 
Dominion notes. The latter raised bank cash reserves in Canada by 
30%, and paved the wey for a large expansion of eredit. With 
considerable numbers of unemployed available for war production to 
mest increasing war orders, the volume of credit could be extended 
without marked inflation and business. activity thereby stimulated. 


Pinancing became an acute problem during 1915-16, with mounting 
war costs and curtailment of British remittances for war purchases 
in Canada. While the British Government agreed to continue paying 
cone dian expenditures overeas, it was necessary to find money else- 
whece “or war costs incurred in Canada a eg =f = he 

Sotnys of Canadians were called upon in the Autumn of 1915 
to supply aemestic funds reauired and immediately demonstrated their 
strength, hitherto latent and untried. Allied munitions contracts 
and an excellent wireat crop had promoted prosperity in the country. 
Aczumulated funds had increased through larger profits and generally 
higher incomes accompanying fuller employment and rising prices. 
From this point on, war expenditures in Canada were financed almost 
entirely in the domestic market, aside from $75,000,000 bonds and 
100,000,000 2-year notes porrowéd.in Nov York in March 1916 and 
August 1917 respectively. 


As war progressed demands for war goods increased. Unemployment 
and unused productive capacity had virtually disappeared and enlist- 
ments had further depleted supplies of labour. It became necessary 
to take new steps to expand war production. 


Inflation/ 
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Inflation was the general method adopted. On the security of 
Treasury Bills, the Dominion Government borrowed from the banks and 
used the funds to pay for war materials. This credit expansion, 
together with rising prices for exports, provided higher money in- 
comes for many Canadians and swelled business profits. From these 
large surpluses of money the Government was able to borrow through 
Victory Loans floated in the domestic market. As an indication of 
the concentration of money in the hands of certain sections of the 
community, it has been estimated that over three~quarters of total 
war loan subscriptions came from business organizations, financial 
institutions, and wealthy persons. 


Taxation measures were introduced, including taxes on business 
profits, increased customs duties and excise taxes on certain com- 
modities, and war taxes on transportation, tickets, cheques, tele- 

rams, ete. Incidentally, income tax was first levied in Canada 
in 1917. While these taxation measures doubtless seemed far-reaching 
and significant at the time, they seem negligible and small compared 
with taxation during the present war. Moreover, revenues’ produced 
from these taxes were practically offset by interest requirements on 
sharply mounting debt and by higher commitments on current account. 
Sanadian Government War Bonds during the Great War carried tax-exempt 
roupons of 5% and 54%, implying heavy service charges on the Dominion's 
capidly growing debt. 


Table 6, Dominion Government Revenue & Expendituro 
‘Pisceal Years ended March 31, 1915-1919: all figures in miilions of dol- 
lars) 
| is re SD 
$ 


O- inary expenditures 136° 4850-8) 149: | 278° 235 
Capital expenditures and investments _87 45 a6 128 47 
De We Ce 2 fBUGi) i200 
“2ss--Current revenues Toe T7Omeese, «6-261 31s 
Deficit (-) or surplus (+), exelu- 
ding war +90 -3 #212 80-45 7 B33 
axpenditures on war and demobiliza- 
Lion 
Overseas 9 300 Pea aa. FESO 
In Canada 72 128 Vee eH) 
166. 307 vi 
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Common stock prices (general weighted index) moved up moderately 
from mid-1915 to the end of 1916, and then moved down again to early 
1918, after which their upward movement was renewed. By the end of 
the war, prices were slightly above their pre-war level, the major 
gain in industrial stocks being counteracted by the drops in utilities 
and bank stocks. 


Government bond yields increased from around 43¢ to 5% in late 
1915 when the first large public loan ever offered in Canada was 
floated. They continued to fluctuate around the 5% level until the 
spring of 1917, and then gradually advanced to 6% by the end of 
1917, where they held quite steadily until the end of the war. In 
view of the credit expansion facilitated by the banks and the con- 
tinuous and marked advances in commodity prices, the behaviour of 
bond yields during the war reflects confidence in the Government's 
monetary policy. 


Canadats war prosperity is frequently attributed solely to 
export demands for larger quantities of foodstuffs and munitions 
at rapidly rising prices, However, other Supporting factors should 
not be overlooked. For instance, the pegging of the pound stenying 
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in New York brought stability to the Canadian dollar, thereby en- 
abling Canada to buy raw materials and partly finished goods from 
the United States for manufacture of war materials in Canada, at lower 
cost than might otherwise have been the case. Again, United States 
banks were in a peculiarly strong position to expand their credit 
to accommodate Allied war orders; money incomes througkout the 
United States rose so rapidly that a huge domestic bond market was 
created in the United States. Canadian credit stood high in that 
market, which greatly facilitated borrowing from the United States 
in the earlier stages of the war. Again, North America was geogra- 
phically the logical continent from which short-haul to Europe via 
the North Atlantic shipping route could be effected. 


While war demand stimulated economic activity throughout all 
regions of the Dominion, British Columbia was somewhat handicapped. 
With the Panama Canal not yet available, high ocean and rail freight 
rates probably curtailed British Columbia's exports of fish, lumber 
and base metals. In Ontario and Quebec accelerated industrial 
activity was most marked. From the Maritimes to Alberta--areas 
tributary to the North Atlantic--war export requirements stimulated 
agricultural, fishing, lumbering and shipbuilding areas, as well as 
coal mining in. Nova Scotia, and iron and steel plants. 


With the cessation of hostilities in November 1918, Government 
war expenditures abated but slightly, credit expansion continued, and 
exports remained at high levels. The volume of money in Canada (as 
represented by public savings and demand deposits and active note 
circulation) of $1,979,000,000 at October 31, 1918 compared with 
$1 ,134,000,000 at August 31, 1914--an increase of almost 75%. De- 
mobilization and re-establishment of returned men in civil life and 
post-war readjustments in industry and international trade made heavy 
inroads upon the economic solidarity of the country. 


That the Government of the day was not unmindful of problems which 
micht peset Canada's economy after the war is evidenced by the es-~- 
aoiiek ant in October 1917 of a Reconstruction and Development 
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Definite plans were made for re-establishment of returned men. 
For exemple, questionnaires were sent to all soldiers ocerseas to 
ascertain the probable distribution of returning men by trades and 
*erritorial areas. 


Details concerning plans which may have been made for industrial, 
carpricuitural and general readjustments to peace-time economy in 
‘Canada scem indefinite and obscure. Indeed it is possible that such 
jolans were considered relatively un-importent; it may have been 
tioned that economic readjustments would be effected automatically as 
“he trends of peace-time development and international trade became 
riore clarified. In this connection it should be reriembered that - 
(tanada's war-time prosperity was based to an important extent on 
an export trade which had been built up in abnormal and non-competi- 
five markets. Since pre-war prosperity had been related to internal 
yexpvension, there was no experimental criterion upon which to 
4ooumulete Canada's prospective position in competitive markets of a | 


greatly changed world. 
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II. The Postwar Years: Principal Factors 


Demobilization and Re-establishment. When the Great War ended, 
Canada had about 575,000 soldiers On strength, of whom around 300,000 
were Overseas. As a result of the questionnaire completed by all men 
overseas those in charge of re-establishment had a fairly good working 
estimate by March 1919 concerning the occupation and districts these 
returned men would normally prefer. Through co-operation between 
the Provincial Governments and the Department of Labour a chain of 
employment offices was rapidly extended, and by June 1920, when this 
branch was demobilized, the actual number of men placed totalled 
109,493. Demobilization was actively effected in the first half of 
1919, and practically completed by the Autumn of that year. Towards 
the close of 1919 it became apparent that re-establishment was not a 
complete success, and special unemployment relief of almost $5,000,000 
given in cash was expended during the winter of 1919-20. The following 
winter this special relief expenditure had been reduced to $1,500,000, 
ygiven in kind in lieu of cash. 


\ Assistance was also given to returned men towards vocational 
training and completion of university courses, and to soldiers wishing 
to settle on farms. Loans for the latter purpose had reached about 
$82,600,000 by March 31, 1921. 


Pension payments were naturally heavy, for war had cost Canada 
over 56,600 lives and about 150,000 wounded, The percentage of per-~- 
manently disabled men was high. Cost of pensions to March el, 1921 
was about $91,000,000. 


Aggregate re-establishment costs for returned men to March 31, 
1921 totalled approximately $442,700,000, including $164 ,000,000 for 
yratuities upon demobilization, $102, 300,000 for re-establishment, 

2,800,000 for transportation of dependents, and the foregoing amounts 
for pensions and farm loans. 


| 

Reconstruction and Industry. In the latter part of 1918 the 
Chairman of the Imperial Munitions Board wrote the following letter 
to all manufacturers of munitions:- 


Imperial Munitions Board 
Ottawa, October 24, 1918. 


Dear Sir,-With a view to determining what classes of work could 
be carried on most advantageously by manufacturers at present 
producing munitions, we desire to compile certain data which 
may be of use to the organization which may be set up by the 
Government of Canada for dealing with the problems incident 

to the close of hostilities, whether this event be in the near 
or distant future. 


We would be grateful to receive from you answers to 
the attached questionnaire, with such added information as you 
may consider may be of service. We appreciate that in some 
cases these answers must of necessity be approximetions,. 


If the manufacturers having contract relations with 
the Board to whom this communication is addressed extend to us 
their confidence in supplying the information desired, care will 
be taken to treat the information as confidential. 


Upon receipt of the replies we will tabulate the particulars 
without names and will hand them over to the Government autho- 
rities here. Later, if the Board is asked for details in 
particular, we will communicate with the manufacturers before 
supplying them. 
Yours faithfully, 
(Signed) J, Flavelle, 
Chairman The / 
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The questionnaire attached ran as follows; 


1. How many men have you now employed on purely munitions work? 
and how many women? 


2. What percentage of your present complete turnover does your 
munitions business represent? 


3. What percentage of your complete personnel do those employed 
on munitions represent? 


4, What are the staple lines which previous to the war represented 
the larger part of your Company's turnover? 


5. Have you previously done export business to any appreciable 
percentage of your turnover? If so, what percentage? 


6, With what countries did you do this export business? 


7. If you have not actually exported goods, have you at any time 
investigated into the possibilities of exporting articles such 
ag you manufactured prior to the war? If so, what were the re- 
sults of such investigations? What action do you consider it 
would be desirable to take to secure such export business? 


8, Have you formulated any plan for the use of your munitions 
equipment, or for otherwise adding to your lines at the conclusion 
of the war? If you are warranted in doing so, we will appreciate 
being advised what such plans contemplate. * 


Search for the material resulting from this enquiry has proved 
fruitless. Unfortunately no record appears to be available concer- 
ning the nature of the response, or such action as was taken. In 
any case, no government organization appears to have been actually 
set up to coordinate or direct industrial and trade adjustments in 
Canada. One of the reasons, at least, was that the industries most 
directly affected were still a comparatively small proportion of 
the total Canadian economy. 


Economic Fluctuations'and Timing. From careful study of the 
specially prepared charts, eeisrental by historical information 
and other records the following derive as the principal economic " 
trends and fluctuations of the period: 


(a) Canada experienced mildly diminished business activity in the 
early months of 1919. This period was characterized by transition 
from an economy of war to one of peace. 


(b) Canada experienced general expansion in business activity from 
approximately the middle of 1919 to the middle of 1920. This period 
was characterized by sharp rise in prices, marked consumer demand, 
higher basic wages, increased production and speculative activity. 


(c) Canada experienced pronounced business recession from about the 
middle of 1920 to the middle of 1921, with less marked recession 
extending into 1922, This period was characterized by sharp decline 
in prices, lower production levels and employment, depressed agri- 
cultural markets and weakened financial factors. @ 


(d) Canada experienced mild recovery from the early part of 1922 to 
the end of 1923. This period was characterized by slack business, 
but resumption of sustained recovery became definitely established. 


A further summary is added following the movements shown by more 
detailed examination of the individual series and their economic 
grouping. nie@iny 


* From David Carnegie, The History of Munitions Supply in Canada, 
1914-1918, Longmans 19253 p. Si 
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III. The Post War Years: Detailed Sequence 
(2) The Immediate Post-War Period to Mid-1919. 


Production and Trade. Restoration of peace naturally preei- 
pitated rapid and heavy declines in employment and production of 
iron and steel products and chemicals and allied products, since 
war manufactures of munitions and explosives were no longer neces- 
sary. These declines were compensated partly by steadily increased 
employment in furniture manufacturing, textiles, clothing trades, 
rubber manufacturing, and other consumers! goods. There was also 
higher employment in shipbuilding and repairs, where many former 
munition workers found jobs. 


For July 1919 wage earners in all manufacturing industries 
totalled about 600,000, compared with 622,000 a year earlier-- 
a decrease of less than 4 percent. From these figures, together with 
analysis of monthly charts for many trades, it appears that Canadian 
manufacturing production and employment were not seriously inter- 
rupted by readjustments in the immediate post-war period. 


In considering employment during this period the position of 
women and older workers should be recognized. Doubtless some women 
end many older workers who had responded to the urgent need for 
iabour during the war, and were classified amongst employees in 
July 1918, had voluntarily become unemployed by July 1919 and re- 
turned to their normal household tasks or retirement. Such unemploy- 
ment would not necessarily be due to lowered business activity. 


It should also be recognized in considering employment data 
that technological improvement which had been gained by war produc- 
tion experience, might conceivably curtail the number of workers 
required in many new industries, and at the same time increase the 
numoer of workers employed in new expanding industries. Motor cars, 
vor instance, were becoming more widely acquired by larger numbers 
of people for an increasing number of purposes; this development 
vwovid imply greater activity in rubber and petroleum industries, 
ausomobile parts, and indirectly promote more employment on high- 
Wey construction, 


_ The percentage of unemployment in trade unions in February 
1919 reached 5.23%, which was not an alarming percentage for this 
time of the year, particularly since trade union membership 
usually includes a relatively high proportion of skilled labour. 


Monthly data for retail trade, as measured by department and 
mail order sales, suggest that consumer buying power in Canada was 
wsil maintained in the early part of 1919. Since mail order sales 
were slightly lower than department store sales, it might perhaps 
be inferred that rural reaction in this period was somewhat more 
piouounced than urban reaction. 


Residential building activity often offers a clue to business 
levels, but such activity would not be vigorously pursued in Canada 
fron Wovember to April. However, residential building contracts 
placed in February and Merch of 1919 were over three and four times 
trioses placed in February and March of 1918 respectively. This 
fact is at least an indication that no definite depression existed 
or as anticipated at this time, for people do not then place con- 
trac*ts to build houses. © 


Export and import data for this period were naturally lower 
than the preceding winter, due to unsettled and indefinite condi- 
ticns in Europe. It is difficult, however, to gauge a great deal 
from exports and imports during the highly seasonal winter months. 
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Prices of raw materials and manufactured goods, consumers! and 
producers' goods, and farm products tended downward for the first 
month or two of 1919, likewise the cost of living. All declines 
were minor in extent, with the maximum drop for any group being 
under 4%, 


Hinance. Financial factors for early 1919 substantiate the 
view that immediate post-war recession was extremely mild. Savings 
deposits reacted almost exactly as they had in early 1918 when war 
prosperity was at its height. From November 30, 1918, which showed 
a sharp drop due to the record Second Victory Loan, savings deposits 
increased each month and the drop had been almost rebuilt by April 
30, 1919. Current loans--where reaction lagged somewhat behind 
business chenges--dropped about 9% in five months ended August 31, 
1919, indicating that some recession had occurred, Call loans-- 
which usually anticipate speculative uncertainty--also experienced 
a noticeable drop in January and February 1919, but increased the 
following month. General common stock prices--after slight hesita- 
tion immediately after the war--resumed their upward trend, advancing 
over 9% in the first five months of 1919, 


(b) The Post-War Boom Mid-1919 - Mid-1920. 
eee DOOM Midn~1L7i9 - Mid-1920 


Renewed business activity soon reasserted itself and by the 
middle of 1919 an intense post-war boom had been initiated. This 
boom is usually attributed mainly to credit expansion in the United 
States and to the need for goods in Europe once peace had been re- 
stored. Purchase of inventories of goods were over-extended with 
more pronounced buying in consumers! goods than in producers! goods, 
With ample credit available, the demand for goods became so excessive 
that prices rose sharply, wages went still higher and speculative 
activity increased. Most countries of the world experienced a 
Sim.lar period of inflation, in which the attendant expansion proved 
to pe artificiel and misdirected prosperity. 


Production and Trade, In July 1919 wage earners employed in 
manufacturing industries totelled about 600,000 and had increased 
to 633,000 by July 1920. Employment continued its upward trend in 
manufacture of furniture, rubber goods, clothing,boots and shoes, 
and leather, while sharp increases began in building, electric 
appliances, machine tools, pulp and paper, and automobiles. For 
the most part, manufacturing production continued to concentrate 
on consumers' goods, with heavy industries lagging in the upswing. 


Percentage of unemployment in trade unions in December 1919 
was 4.3%, which was not appreciably higher than the 2.5% of un- 
employment in December 1918. By June 1920 this percentage had 
dee tinned: to.2.1%.. 


Retail trade was very active, with employment in department 
and mail order stores at record highs for the 1919 Christmas trade, 
Transportation business was stimulated from the middle of 1919, 
according to monthly date for ton miles of revenue freight and em- 
plovrment for one large railway company. While the wheat crop of 
193,000,000 bushels was only fractionally larger than the 1918 crop, 
at prevailing prices it had the highest value then on recora: 


Exports and imports both expanded in value, the latter showing 
the moco marked advance. Imports for the fiscal year ended March 
31, 1920 of $1,064,500,000 had the highest value in the country's 
history. Exports of Canadian produce valued at $1,239,500,000 were 
$5 ,000,000,000 below the previous record value for 1917-18, but 
the decline had occurred entirely in exports to the United Kingdom , 


July 1920. Raw and manufactured goods both rose about 29%, consumers ' 
goods 24% and producers' goods 28%. Prices of Canadian farm products 
reached their peak in May 1920-- two months earlier than the other/ 
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other groups--when they were 25% above the level of July 1919, 


The cost of living advanced by about 20% between July 1919 
and July 1920, with the most pronounced rise occurring in the lat- 
ter half of the period, Higher prices for food and clothing were 
mainly responsible for the rise in cost Ofmiiving, 


Wage rates for various classes of labour continued upward, the 
annual average for 1920 gaining 19% over the annual average for 1919, 
whereas 1919 had gained 17% over 1918. 


Wages of male farm help in Canada during the summer season of 
1919 had been around $54 with board per month. They increased for 
the summer season of 1920 to $60 and boara per month. This increase 
was probably more moderate than it might otherwise have been due to 
the larger 1920 wheat crop of 301,000,000 bushels, 


Freight rates, which normally lag somewhat behind other price 
changes, remained practically unchanged until September 1920, when 
they increased by about 32%, with the most pronounced gains for hauls 
of agricultural and forest products. 


It should be stressed that the rise in prices was more pro- 
nounced from mid-1919 to mid-1920 than it had been at any time during 
the war itself. Inflation reached its height with the break of mia- 
i920. It is difficult to see how this price inflation for mid-1919 
to mid-1920 could have been prevented without concerted and co-opera- 
vive international action, 


Finance, Financial factors continued to exhibit strength. 
Volume of money in the hands of the public expanded from $1,992,000,000 
on June 30, 1919 to $2,160,000,000 on June 30, 1920, Savings de- 
posits advanced sharply and the Government floated its fifth Domes- 
tic War Loan in November, making Dominion bond interest taxable for 
che first time. By the middle of 1920 savings deposits and the 
volume of money were still rising. 


Current loans, following decline in the second quarter of 1919, 
mounted sharply throughout the remainder of the period. Calli loans 
Which had started their upward trend early in 1919 advanced rapidly 
and reached their peak in January 1920, thereafter failing. 


Stock prices fluctuated throughout the period around the level 
_ of mid-1919-- en indication that stock Speculation may have been 
neid in check through discounting of values inherent in a boom 
dominated by consumer demand. 


Exchange rates in Canada until this time had remained fairly 
ctable. Late in 1919, however, a downward trena began for sterling 
in Canada, while. United States dollers in Canada mcved upward. 
Taese exchange réactions synchronized with Canada'ty enlarged ad- 
verse trade balance with the United States and her enlarged 
favourable ereeetoalance with the United Kingdom. 

Government expenditures, with rising costs for soldiers! sete 
tlement, pensions, interest on debt, and capital expenditure more 
than offsetting the decline in direct war expenditure, were higher 
fcr the fiscal year ended March 31, 1920, than for any preceding 
fiscal year. On the other hand, current revenues were larger than 
they had been in any preceding year. Nevertheless, the Government's 
total deficit of $533,000,000 for the fiscal year was the largest 
on record. 


ic) Post-War Depression, Mid-1920-22, and (4) Recovery to end of 1923, 


Once the peak of the inflationary post-war beom had been réached _ 
around the middle of 1920, business reaction permeated the economic 
structure and sharp deflationary recession occurred. The depression 
veached the nadir of the downswing for some economic A coae around 
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the middle of 1921, but was not reached for other factors until the 
beginning of 1922, after which there was general recovery to a 
moderate degree, with slack business persisting throughout 1923. 


Regionally, the depression affected Nova Scotia and the Prairie - 
Provinces most seriously. The former province depended largely on 
shipbuilding, fisheries, coal mining and the iron and steel industry-- 
activities which reacted severely. The prairies faced major disloca- 
tions between prices and costs. Purchases of farm lands, large mort- 
gages thereon, and heavy taxation levied to provide roads, schools, 4 
telephones and other facilities for settlement, had created fixed 
overhead costs which were out of alignment with falling prices for 
agricultural products. In British Columbia the depression was sharp, 
with the major contraction in forestry, but it was not as prolonged 
&8 in Nova Scotia or the Prairies. Recovery in British Columbia was 
expedited through utilization, after 1921, of the Panama Canal ship- 
ping route. 


Naturally the break in boom conditions did not occur simultaneous- 
ly for all phases of business activity, since some factors exhibit 
lags, while others precede the general trend. Moreover, highly season- 
al variations characterize the behaviour of many economic measurements 
and thereby preclude precise timing and sequence analysis. 


Production and Trade. Total employment in manufacturing industries~ 
in Canada dropped approximately 2ipercent between June 30, 1920 and 
June 30, 1921, male employees declining from about 410,500 to 327,200 
end female employees from around 106,000 to 79,500,male and female ° 
employees numbered approximately 310,600 and 89,500 respectively on 
June 30, 1922, and increased to 362,000 and 96,000 respectively on 
June 30, 1923. The low point for total male and female employees com- 
bined was reached in December 1921, but as this month is seasonelly 
tow, the precise turning point of the recovery cannot be gauged. 


As one interesting feature in manufacturing employment, female ~ 
employees decreased sharply only for the short period from late autumn 
of 1920 to January of 1921, and then followed a stable and slightly 
upward trend continuously to the end of 1923. This fact suggests 
that the heavy industries, where male employees would naturally pre- , 
dominate, were most seriously affected. 


A broad idea of the distribution and extent of the post-war de- 
pression and subsequent recovery can be obtained from a study of the 
following employment data for various manufacturing industries: 


Table 7. 


Post-War Employment changes in Principal Canadian Industries, 1920-23. 
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Manufacturing in iron and steel, chemical and allied products, 
woodpulp and paper, and non-ferrous metal industries, followed the 
general trend closely, rapidly declining from mid-1920 to mid-1921, 
and then tending more moderately downward towards the end of 1921, 
after which recovery was in evidence. These four industries ab- 
sorbed approximately 31% of total employees in manufacturing in 
mid-1920, and absorbed only 24% in mid-1921, with tron and steel 
showing the most pronounced drop and the least recovery. 


Production of consumers! goods declined much more moderately 
and earlier than producers! goods, though the extreme dispersion of 
the data from month to month precludes definition of clear turning 
points. Recovery appears to have commenced for producers! goods at 
the end of 1921, and somewhat earlier for consumers!’ goods. 


Unemployment in trade unions of 2.1% for June 1920 had declined 
to 16.5% by March 1921, after which a seasoneble upswing had reduced 
the percentage to 13.2% by June 1921. Corresponding percentages for 
June 1922 and June 1923 were 5.3% and 3.4% respectively. 


Retail trade, as illustrated by department and mail order sales 
and employment, exhibited customary seasonal aberrations. However, 
the smoothed trend for this period indicates that employment and value 
of sales in city department stores tended downward from late 1920 
to the beginning of 1921, then levelling out until around the middle 
of 1922, after which they moved upward. Employment and value of 
sales in Western mail order stores declined earlier and were much 
more marked, with their low levels more protracted. 


Telephone installations declined sharply from the spring of 
1920 to the spring of 1921, when they reached the lowest point since 
the spring of 1918, From the spring of 1921 onwards the general 
trend continued upward throughout 1923. 


Transportation must have reacted adversely in the marked down- 
ward swing, since wages andsalaries paid to employees of Canadian 
steam railways for the month of July aggregating $25,500,000, had 
dropped to $20,200,000 or by 21% for July 1921. Ton miles of revenue 
freight for one large railway company in June 1920 dropped to the 
lowest level since August 1915. Employees on its payroll in the 
spring of 1921 had beén reduced by 30% from July 1920, and after 
partial recovery, again reached the same low level in February 1922, 
after which there was slight impiovement. 


Values for monthly exports and imports, duly smoothed to lessen 
seasonal dispersion, showed pronounced declines from mid-1920 to the 
autumn of 1921, and thereafter showed resumption in recovery. The 
drop in exports was particularly marked. Gauged by indexes, which 
are obviously rough measures for monthly external trade, the volume 
of exports and imports pursued a similar trend. 


Table 8. 
Canada's External Trade--1919-24 


(Fiscal Years ended March 31: ail figurés in Millions of Dollars) 
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Prices, Between July 1920 and July 1921 general wholesale prices 
declined 364--back to approximately the level attained in March 1917. 
In the short space of one year the gains which had been accumulated 
over the preceding 2 3/4 years were entirely obliterated. Prices 
of raw materials and producers! goods declined earlier and further 
than finished and consumers' goods. The most marked collapse of all 
occurred in prices of farm products, particularly of wheat and hogs, 


After June 1921 the general wholesale price decline was inter- 
rupted for two months, and was then resumed at a less rapid pace 
for the rest of the year, after which prices became fairly stabilized 
at levels which had prevailed at the end of 1916. All groups be- 
haved similarly in trend with prices for consumers' goods above prices 
for producers! goods. Manufactured goods levelled out slightly above 
raw materials, but the gap was much less pronounced than that between 
consumers' and purchasers!’ goods. Farm products reacted similarly, 
but experienced another drop in the spring of 1922, probebly due to 
the large 400,000,000 bushel 1922 wheat crop. 


The cost of living index declined by about 18% from July 1920 to” 
July 1921--its level at the latter date being approximately that of _ 
May 1919. A moderated declining trend was continued into the spring “ 
of 1922, after which living costs stabilized slightly above the mid-— 
1918 level. The entire drop for the cost of living from the middle ~ 
of 1920 to the spring of 1922 amounted to 23%, which was considerably 
less than the corresponding drop of around 42% in general wholesale 
prices. In the most marked decline from mid-1920 to mid-1921, re- ——— 
tail prices of food dropped by about one-third, while clothing costs 
dropped by about one-quarter. Rents moved contrary to the general - 
decline in prices and continued to rise throughout the entire period, 
while changes in fuel costs were moderate and exhibited no very marked, 
price changes. 


Wage rates for various kinds of labour averaged for the year , 
1921 about 9% below the 1920 annual average, and fell ancther 7% 
for the 1922 annual average. Annual wage figures, of course, do not 
throw any light on timing, but it may be assumed that they declined 
somewhat later than prices. 


Data received from two individual steel companies show that 
basic wage rates were first reduced in January 1921 by about 10%, 
further reduced in June 1921, and for one of the companies, again 
reduced in November 1921. The lowest rates, which were approximately 
20% below the highs prevailing before the recession, continued to the 
autumn of 1922, when they were raised. Basic wage rates for one large 
sugar refinery and for an oil refinery showed somewhat similar be- 
haviour, though the first reduction occurred four months later than 
for the steel companies,and it was comparatively slight in the oil 
refinery. 


Wages of male farm help in Canada during the summer of 1921 had 
fallen to about $45 with board per month, which represented a very 
substantial decline from the wages of $60 with board per month during 
the summer season of 1920. They decreased to about $38 with board 
for 1922, and then advanced to $40 with board for the summer season 
of 1923. 


Freight rates were reduced slightly on January 1, 1921, with 
more pronounced reduetions occurring on December 1, 1921 and on 
August 1, 1922, when the chief reduction occurred in hauls of agricul- 
_tvrel products. 


General common stock prices followed a marked downward trend from 
July 1920 to August 1921, dropping by 22% in this period. After 
August 1921 they climbed steadily and continuously upward throughout 
1922, indicating that the severity of the depression had spent it- 
self before 1922, — 
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Finance. Volume of money in Canada persisted upward until 
November 30, 1920, when it approximated the all-time high of 
$2,246,000,000, It then decreased steadily to August 31, 1922 when 
the totel of $1,824,000,000 was almost 19% below the all-time high. 
Savings deposits, which usually lag considerably behind the general 
trend, did not decline until the early spring of 1921, and did not 
resume their upward trend until November 1922, Call loans and 
letters of credit, on the other hand, initiated downward trends 
early in 1920, reflecting anticipated speculative uncertainty con- 
cerning business developments. 


An analysis of chartered banks! monthly data for this period 


strongly supports the timing and general conclusions for the post- 
war depression. 


Exchange rates over this period varied with the changing balance 
of trade. The premium on United States dollars in Canada averaged a 
16% in December 1920, and then tended steadily to par after the 2 
middle of 1922. The discount on sterling in Canada fell to about 
20% in February 1920, and after partial recovery fell again to more 
than 20% in October 1920. Sterling then experienced lesser gyrations 
and achieved almost parity early in 1923, only to drop slightly down- 
ward again. 


The adverse reaction of price deflation on external trade was 
somewhat mitigated by these exchange fluctuations, and Canada's im- 
port and export position in her two leading trade markets was 
slightly eased, 


Government bond yields remained surprisingly stable throughout 
the acute period from mid-1920 to mid-1921, indicating a sound and 
well-maintained credit position at home and abroad. 


Dominion Government revenues fluctuated widely throughout 1920 
to the middle of 1922, but smoothing suggests that they began to 
decline towards the latter part of 1920 and continued downward to 
the latter part of 1921. 


Summary 


Canadian data for the period 1914-23 are partial and incomplete, 
thereby precluding definite and clear conclusions which might be 
derived from parallel studies relating to the United States and the 
United Kingdom. In particular, there is no adequate information for 
Canada regarding inventories of stocks on hand and changes in capi- 

tal investment. Thus, for example, it is not possible to formulate 
exact conclusions outlining the behaviour, as groups, for capital 
goods industries, consumers! goods industries,; et cetera. 


Nevertheless, from the foregoing analysis, some general observa~ 
tions are warranted. (1) Primarily, Canadian standards of living 
wore well maintained during the Great War, with "real" incomes of 
many wage-earners appreciably higher. Canadats economy in the 
last war fared somewhat better than many other countries, particu- 
larly when it is realized that Canada actively participated with 
the Allies from the very beginning of the war. (2) Canada emerged 

rom the Great War with a more closely integrated and maturer 
economy, international experience, proven strength of her own re- 
sources and potentialities, and a long-established unfavourable 
merchandize trade balance converted to a favourable excess of ex- 
ports over imports. Canada's role in the world's last struggle was 
a worthy predecessor and perhaps 4n ominous indication of the 

still more powerful role she would be able to assume in the present 
crisis. (3) On the cther hand, the war of 1914-18 was: followed 
by intense inflation, sustained by rising demand for consumer goods 
throughout the Dominion; it culminated in the collapse of former 
"neal" incomes and wartime living standards of waga-earners. (4 
Serious unemployment which ensued was widespread, purchasing-power 


of / 


“Sl. iy Walk 
= Ong, baci 


noe $ adhe wabrav nelerag 


age tey 2 Patel ths ve teth ie 
bi eae ee ae ee ae 
«SL BS 4 1 bai woth 


exom, OF, chee As Ea tetas pat de Bey 19 
AORTA Reg a Raspelwagny wots wh 
vem 5 ape e bgt hd Poa at nee te 


6 of SOS 
o bewe hom, ee 


ed bung 
a pee densa saat ation, 95g bah efit)! 
tins Ww shane) Hele: i Pio on Tt, wis "ae , at 

ear by ae Basbetsa Sicitha il wor at ad Ra bee: ) 
‘ si i (t 


ee 


«baer sie pen agen R18 i eared 
Opies: oa Kai ag" eae en ® 


ts ne aoe 


i Powter f: yy) 


Wows sandr AD WhO bike heltans marl Sewer 
OF AMI Yee Saks ede aggys tsiton 
od: igen iactaeiabaiiha Baw OGRE Ab a 


| fan om " is iS 0 4 ih 
i am } 4 


aan) ‘ 
md . 


: a ke h ra 7 aan 
attest: ok Rat onvigy ont Stedpeb: Deteoy ie 
OO Wdokem Mat re eroksntocss MAOEN San Bc 
sits ree POG Gotha OAs «a ure ekey 2 
m4 me themes? SsauUpADA Ga wt Gee aA! 
who sh eandds he beet oo edtubgi "ee 
gaan ane Gi midi tacd Fag al ve lataasie 
Vas nach ae gerne | etek, ety Te Br 
eo 85), oh Jentiet ahodg * “f 


pay te i de, 
Aire anak 2). 
stoned seed ae 


~ielotbbjen itt monies eetar tans , te ‘ Dhl: 
mot Le, te abeninse a MoLbsand poet. 
ve wancriat “fae” itty cya thos) 
Pare ai gobdons et adacie) "ye if 
| ee eb so IM 9: 
‘ Eedagis.tass tovttoe 
: voy att 


a= 


of both rural and urban consumers was sharply reduced and net in- 

come of producers substantially lowered, Finally (5) carrying 

charges on war loans were very heavy, aggrevated by the fact that 
major bond interest payments were "tax exempt". Fxom these maladjust- 
ments Canada did not make any easy recovery. It is our obvious 
question to ask whether they could net have been avoided by appro- 
priate national and international action, and to seek from these events 
lessons for means of conserving the gains and minimizing the losses 
this time, ; 


IV. SOME RECOMMENDATIONS 


The bearing of this study upon post-war problems arising out 
of the present war will require special contemporary analysis. It 
is not itself a complete basis for recommendations of forthcoming 
post-war policy. Neverthless, the following observations are ap- 
pended for consideration. 


pie Prices 


Prices as a whole were not controlled during 1914-23. They 
reacted primarily to demand from overseas countries. Great Britain, 
France, and the Allies competed freely with one another for their 
war supplies, and paid cash until early 1917. Canada and the United 
States could both sell similar products to these buyers, though aside 
from wheat, Canada could only furnish much smaller quantities. Prices 
were rising in the United States. Under these conditions an over- 
all price control policy in Canada would have been detrimental to 
primary purchasers and wholly impractical for that time. Canad as 
a debtor country desperately needed all the outside trade money 
she could acquire, 


Without sa fully co-operative policy between the Allies 
(and including the United States from the very outset of war), Canada 
could scarcely have adopted any broad price control policy during 
the Great War. Great Britain, as the world's largest creditor nation 
in 1914, and holding the bulk of capital investment in Canada, was 
the dominant market to which Canadian prices responded. As war 
progressed, this dominance lessened in proportion as the United States 
market influence increased. By the end of the war Canada's price 
structure was extremely sensitive to, and in many fiel@® almost 
controlled by, prices and wages in the United States, 


In the Great War, expenditure for maintenance of Canada's 
Army overseas was charged on the basis of prices prevailing in 
Great Britain. Reciprocally, Canada was paid for goods she sold 
to Great Britain at prices prevailing in Canada. At the end of 
the war Britain's debit on Canadian account was approximately 
$400,000,000, which was duly paid. To-day the basic situation is 
disparate in relation to Greet Britain, which no longer has large 
exchange resources to draw upon. 


Inflation rose to its greatest height in Canada after the 
war because of the increasing expansion of currency and credit 
circulation, due to Government war expenditure, to demobilization 
costs, and to shortage of consumers' goods. Prices rose in all 
countries which had been engaged in the Great War, and the rise was 
more pronounced in some than in Canada. The deflation of prices was 
likewise world-wide. 


Price control in the present war will meet its sternest 
test after the war, when it remains to be seen if carefully planned 
and timed de-control can succeed in avoiding marked inflation. 


The public still needs to understand why inflation must 
be avoided after the war. Co-operation on the part of the public 
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could greatly assist in the successful transition to price and Vage 
controls adapted to post-war circumstances. To this end a practital 
cost-of-living measure should be evolved which would have realistic 
application to various standards of living, with adjustments for Me 
regions if necessary. Dissatisfaction with the present cost-of-living 
index as a standard for wage changes seems to be rather widespread 
even now. It should be clearly ascertained without delay whether 

or not this dissatisfaction is well founded, and appropriate steps 
shouid be taken to secure and maintain public confidence in some 
basic measure for changed living costs. 


2. Monetary Policy. 


Monetary policy after the last war Was dictated, to a 
significant extent, by monetary policies in the United States and Great 
Britain, Irrespective of the location of capital invested in Canada, 
or of the merchandise balance of trade, the Canadian dollar is inex- 
tricably tied to the United States dollar and to the pound sterling. 
Any monetary measures in Canada towards stabilization of currency 
will naturally be related to whatever arrangements may be made between 
Great Britain and the United States. With the accomplishment of large- 

scale repatriation of Canadian securities payable in London, the 
influx cf British capital, even on a small scale, and increased British 
imports of merchandize, might have a salutary effect upon Canada's 
monetary position in tripartite arrangements between Great Britain, 
United States and Canada. It would seem advisable to encourage 
domestic investment in Canadian industries and wherever possible to 
refund external Provincial and Municipal funded obligations by domestic 
issues. Maintenance of Cenadian credit at home and abroad will greatly 
invigorate the whole economy of the country. 


3. Consumer Buying. 


Heavy consumer buying after the last war intensified the 
inflation marking the post-war boom. There appeared to be no deliber- 
ate policy or machinery to correlate the demand and supply of consumer 
goods. In this war, rationing, priorities, and prite and wage con- 
trols may provide effective instruments to adjust consumer demand 
and supply. 


In addition to careful use and timing of these de-controls, 
it might prove useful to formulate some policy whereby accumulated 
savings (including refundable taxes) of consumers could be released 
gradually into the market for consumer goods. For example, with-~ 
holding taxes, investment of savings for housing or other productive 
purposes, or even for capital equipment in industry, compulsory in- 
surance and health payments, et cetera, might help to retard and 
modify the impact of post-war consumer buying. 


4. Tax Policy. 


In the last war, taxes upon individual incomes and business 
srofits were comparatively small--their retention or reduction could 
scarcely have provided a significant influence upon consumption or 
production of goods. In this war, taxes are major items in both in- 
dividual and corporation budgets, and provide a powerful instrument 
to influence and correlate consumer buying and output of producers. 
Consequently, analysis of taxation after the last war throws little 
light on probable taxation after this war. 


Naturally there are wide differences of opinion concermtng 
taxation. It seems reasonable to expect, however, that the whola 
subject will receive meticulous, comprehensive and specialized 
study. The writer's personal views, particularly with respect to 
taxation on individual income, are inserted here, not purporting to 
be dogmatic pronouncements concerning what should or should not be 
done about taxes, but rather as the sincere opinion of one individual. 


Individual income taxes are expected to produce approximately 
$930,000,000/ ! 
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$930,000,000 in 1943-44, To maintain these taxes at current rates 
might thwart incentive, ambition and industry of the individual, 

and might also discourage immigration and permanent settlement in 
Canada. Furthermore, if individual income taxes in Canada were sub- 
stantially higher than in the United States, it might be extremely 
difficult to reconcile salary and wage scales and similar economic 
standards in the two countries. 


Direct taxation in accordance with ‘capacity to pay!’ is 
generally conceded an equitable principle. There are strong reasons, 
however, to support the view that the "size" of an individual's 
money income per se is not an equitable measure of that individual's 
capacity to pay. The inadequacies and injustices of this income 
measure become apparent and serious when taxes absorb a significant 
portion of an individual's income, particularly in the lower and mid- 
dle-class income groups. 


For some individuals, money income alone may represent 
their total economic and financial remuneration, whereas for others 
money income may be supplemented by ‘income in kind', such as hidden 


salary in the form of pension benefits, et cetera. Meticulous ac [ust 
ments must be applied to the hierarchy of forms which equivalent in-~ 
come can assume, if high taxes on an individual's money income are 

to be equitably assessed. Without such meticulous adjustments the 
democratic basis of society would appear to be impaired, and individual 


thrift to achieve economic independence and security would appear to 
be discouraged. 


As one specific illustration of this contention, employment 
for many people (e.g., civil servants and others whose employers have 
instituted contributory pension funds) carries generous benefits for 
their own retirement, or, in event of death, provision for their de- 
pendents. Persons whose employment carries no such benefits must 
necessarily make their own pension or insurance provisions through 
payments from their own incomes; yet the latter are granted no tax 
concession whatsoever to compensate for the pension or 'income in 
kind' which the former receive by virtue of their employment. 


As another illustration, a skilled or professional worker 
often borrows money and thereby mortgages his future in ordér to 
educate, train or equip himself for more responsible work. Other 
things being equal, the financial backlog acquired for this commendable 
purpose implies that his current capacity to pay is less than that 
of another person without a similar backlog, even though the dollar 
value of theirstaxable incomes may be precisely the same. Unless 
taxation measures leave ample room for encouragement of such individual 
ambition and effort, mediocrity and less responsible work would ap~ 
pear to be economically preferable. 


As a third illustration, many people, in addition to their 
dollar salary, receive board or accommodation or expense accounts, 
while others must cover these costs from their own salaries. Present 
tax measures do not effect realistic adjustments for this differential, 
in very many cases. 


Briefly, terms of remuneration and past, present and future 
financial obligations assume so many different forms and exhibit such 
marked cifferences between individuals, that the size of an individual's 
money income, as currently assessed, does not seem to be an equitable 
post-war basis upon which to calculate his capacity to pay high taxes 
on that money income. When taxes are at high levels inequalities and 
disparities must be carefully adjusted; when taxes are at comparatively 
low levels, such adjustments are not of cardinal significance, 


Corporation taxes, With respect to corporation income and excess 
profits taxes, the fullest possible understanding and co-operation 
between business and government would appear to be advisable. Upon 
the assumption that profitable business operations are essential to 
Canada's economic solidarity and progress, definite tax revisions 
might greatly assist in the maintenance of full employment, adequate 
wages and that share of the ‘real’ national income attributable to 
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Sales taxes. While sales taxes are less direct than taxes upon 
income, they rélate more to individual capacity to pay if they es 
confined to luxury and non-essential articles. 


Succession Duties. Succession duties appear to provide one of 
the most logical ways to produce gradual redistribution of wealth 
and to correlate an individual's income with his own ability and 
effort. However, inheritance of money is a subject which is too 
controversial and too complicated for discussion here, 


With respect to all post-war taxation and income controls 
clearly defined government policies might prove very helpful, parti- 
cularly if these were announced just es soon as possible, Uncertainty 
concerning taxes seems inimical to individual and business incentive 
and might retard that confidence in the future which seems so necessary 
for economic progress after the war. | 


rt Government Loans 


Government loans could be floated successfully for reconstruc- 
tion purposes, if based upon carefully designed and practical pleas. 
It is very important to secure public confidence in the way public 
money will be spent, and to have utmost co-operation between govern- 
ment and business. The fear of bureaucratic and pervasive government 
control should be recognized and allayed. Practical demonstrations 
of economical and efficient government spending and really construc- 
tive plans will receive public support. 


6, Industrial Plant Conversion 


At the close of the Great War, Canada had acquired much 
industrial experience and growth. It is possible that efforts and 
policies designed to re-establish agriculture in its pre-war com- 
manding position may have been effected at the expense of potential 
industrial development. United States capital, which was steadily 
providing the main accretion to external investment in Canadian 
industry, may have tended to retard basic industrial development, 
Through encouragement of manufacturing operations in Canada, which 
dealt only with partial production from raw materials to the finished 
product, there was assured expansion for United States imports of 
parts and partly finished goods. Consequently, a more integrated 
Canadian industrial development might conceivably have been pro- 
moted through vigorous domestic investment, and a more independent 
industrial economy might have been evolved. In this event, British 
capital might have moderately increased and Canadats industrial 
market in the United Kingdom and Europe thereby enlarged. 


Plans for reconversion of plants and industrial employment 
after the last war seem indefinite; such plans after this war should 
be as practical and comprehensive as possible, 


Co-operative discussions between management and workers, 
introduction of shorter working hours and more frequent shifts in 
munitions plants being converted to peacetime operations, subsidized 
companies! payrolls from public funds where necessary, expansion of 
new industries; these along with many other factors are involved in 
maintenance of industrial employment. 


7. Training and Re-er~loyment 


Recommendations on training and placement policies re- 
quired in the post-war period have already been made by the Committee 
on Reconstruction's Sub-committee on Post-War Employment Opportuni- 
ties, They are cited in Appendix IV. of Dr. Leonard C. Marsh's 
"Report on Social Security for Canada." It is worthy of emphasis, 
however, that vocational training for younger people os well as cour- 
ses should be extended in scope and in duration. Choice of work 
would then be more diversified; also the impact on the apg di 
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market would be retarded and more evenly spread over a wider field 

for a longer period of time. Comprehensive educational and tech- 
nical programmesto cover various forms of skilled and unskilled labouw 
need to be devised, even if government expenditure were involved. 


Experience would suggest that if it is at all feasible, 
there is much to be gained from a less hasty demobilization and re- 
patriation of men from the Services than was the case after the 
Great War. There would presumably be initial emphasis on those whose 
jobs are being retained for them; and simultaneou8ly, present temporary 
incumbents of these jobs should be directed into other channels. It 
is to be expected also that sohools and universities should be orgenized 
in edvance through both academic and financial arrangements to enable 
qualified returned men to complete university training. Provisions 
made in this direction are already for more advanced than they were 
in 1918. But one caution is outstanding. The size, proportion, and 
range of both the military and civil population in need of occupational 
readjustment after the war are beyond all comparison this time. A 
correspondingly greater effort of organization will therefore be 
called for if a transition without serious unemployment is to be 
achieved. 
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SEQUENCE AND TIMING OF ECONOMIC EVENTS 
IN THE LAST WAR AND PORTWAR PERIOD, 1914-1923 
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This study was prepared for the use of the Advisory 
| Committee on Reconstruction. The views expressed are those of 
| the author and do not necessarily carry the approval of the 
Advisory Committee on Reconstruction or its Subcommittees. 


A descriptive report on the same subject by Dr. Alice 
w. Turner of Toronto is also available. 
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INTRODUCTION 


Our economy at war's end might be likened to a blindfold 
acrobat walking a very thin wire labelled"economic stability". Far 
below on one side, yawns the abyss of "depression", on the other 
roars the volcano of "inflation", With nervous caution the acrobat 
manipulates a long pole with heavy weights at each end, one labelled 
"employment" and the other "purchasing power", On the platform 
towards which he inches his perilous way sit the "framers of economic 
policy", shouting instructions in a frantic endeavour to keep him 
balanced, If they let him lower "employment" too far, he will surely 
fall into the abyss; while if they allow him to give undue weight to 
"purchasing power", he will just as certainly topple into the volcano, 


We are all of us very much concerned in keeping our 
acrobatic economy balanced on his precarious perch, and we all 
share the responsibility of giving him proper directions. For 
each of us not just the professional economist, financier, 
government official, or legislator, but every voter --isa 
framer of economic policy. The opinion of the electorate is at 
the root of all policy in a democracy. The legislature must 
translate the wishes of the people into basic principles for 
action, The government official must administer these policies 
in accordance with principles laid down, The "expert" can only 
offer advice and point out cause and effect relationships at 
each stage. Any knowledge thet can be obtained as to the probable 
nature of the postwar problem and possible solutions to it is of 
the utmost importance to everyone. 


It is for this reason that we have studied Canadian 
experience during and after the last war, For then the acrobat 
ventured out on his unsteady journey inadequately coached, and 
very largely unaware of the dangers that lay before him, - despite 
being singed by the inflationary volcano during the war itself. 
When the Armistice was signed, he leaned dangerously towards the 
abyss, regained his balance only to incline too far the other way 
and pitch headlong into the volcano, He emerged severely scorched, 
and in his weakened state promptly fainted’into the abyss, By some 
miracle he bounced back on to the wire, and during the twenties 
maintained an appéarance of competence in his difficult task. 
Actually, his knees were gradually giving out, and in 1929 he 
plunged into the abyss once more, He recovered slowly and painfully 
during the thirties, but it took a strong draught of "major War" 
to restore his wonted vigour, 


This time the abyss is deeper, the flames hotter, If 
after this war as after the last one, the instructions given to our 
artist prove too little or too late, he may fall one side or the 
other never to rise again, He may be supplanted by a new kind of 
economic system which seems to some better suited to the arduous 
feat which is required of it, but which others of us may dislike 
intensely. It is worth while, then, to re-examine the experience 
of this country during and after the last war, in an effort to 
discover to what extent postwar difficulties can be traced to 
reappearance of problems disguised by the war, to wartime mismanage- 
ment, to wartime dislocations, to international complications, and 
to problems arising and policies adopted only after the war was over. 


The materials on which this study is based are the 
comprehensive charts of the 1914-1923 economic situation in Canada 
prepared by the Committee on Reconstruction, and reported on by 
Dr. Alice W. Turner in a complementary document. Advantage was 
also taken of various subsidiary statistics assemblec by 
Mr. F. H. Leacy of the Comnittee's staff, 
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I. The Pattern of Economic Fluctuations During and 
After Major Wars, 


Can we really learn anythine useful from the economic 
history of a war fought a generation ago, when things were so 
different? Would not our time and energy be better spent in ~ 
studying our current situation and making "guesstimates" as to 
how things will develop out of it? 


True, there are marked differences between the two war 
periods, Unquestionably, we should examine current developments 
with the utmost care, However, we need to know just how this war 
differs from the last one, and for that knowledge we must study the 
history of War I as well as War II. Moreover, as we shall see, 
there are significant similarities between the two wars as well as 
disparities, In recognition of this fact, careful atudies have been 
made recently of British and American experience from 1913 to Lee 
some confidential and some published.+/Until recently no 
comprehensive study has been undertaken for Canada, Several 
excellent studies of special aspects of the subject have indeed 
been published, 2/ However, the statistical data now available 
are better than those which previous writers were able to use, 
and more has been secured for the purpose: it is possible 
azcordingly to make a synthesized sequence study of a sort which 
has not hitherto been attempted, Such a study is useful, not 
merely as a guide to Canadian internal policy, but also as material 
for consideration in connection with international policy involving 
Canada, and as additional light on the common problem of all the 
United Nations. For the pattern of economic developments during 
and after wars shows an extraordinary disregard for times and places, 
The bricf notes on British and American experience which follow show 
that while there are differences from tine to time and from country 
to cOuntry that must not be overlooked, the similarities are so 
strjking as to take on almost the appearance of a "law", 


rr 


(t) Economic Fluctuations in the United States and the United 
Kingdom, League of Nations, 1942; Collapse or Boom at the End 
of the War? Brookings Institute, 1942; the "Our Eeonomy at 
War" serics, National Bureau of Economie Research, Nuffield 
College (England); The Boom of 1919-21 (Confidential 
Memorandum No, 5); memoranda on the period in U.S., from the 


2 
National Resources Planning Board (Washington, D.C.). 


(2) For example: J.J. Deutsch, "War Finance and the Canadian 
Eeonomy, 1914-1920", Canadian Journal of Economies and Political 
Science, (henceforth C.J.E.) November 1940; F.H. Brown, "The 
History of Canadian War Finance 1914-20", in War Finence in Canada, 
Toronto 1940; C.A. Curtis, "The Canadian Ban:s and War Finance", 
Contributions to Canadian Economics, Vol III, 1951; F.A.Knox, 
"Canadian War Finance and the Balance of Payments", C,J.E. May 1940; 
Royal Commission on Dominion-Provincial Relations, Reports, Vol.l, 
ets 0) 85 f ; 

F. H. Underhill, "Canada and the Last Var", in Canada in Peace 

and Way, edited by Chester Martin, Canadian Institute for 
International Affairs, Toronto 1941; w. Cc. Clark, "Business 

Cycles and the Depression of 1920-21", Bulletins of the 

Department of History and Political and Heonomic Science 

No, 40, Queen's University, August 1921; 0.D. Skelton, 

"Canadian Federal Finance, Parts I and II", ibid., numbers 

16 ahd 29, July 1915 and October 1918; J. S. Prentice, 

"Canadian Federal Finance", ibid number 55, March 1928; 

Direct and Indirect Costs of the Great World Wer, Carnegie 
Endowment for International Peace, 1919, pp. 43-52, 
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The Napoleonic War Period 


Economic history during and after the Napoleonic Wars 
bears a resemblance to experience during and after the first World 
War that is almost uncanny, The war period itself was characterised 
by inflationary war finance, a tremendous growth of national debt, 
sosring prices, intensified industrial activity, plouzhing up of 
pasture lands to grow grain. Reminiscent of England rather than the 
United States in the last war, Englend departed from the gold 
standard soon after the Napoleonic Wars began, After Waterloo, there 
were several months of uncertainty and stagnation, but in 1817 recovery 
set in and 1818 was a year of renewed price rise, easy money, and 
industrial prosperity, Prices dropped Sharply in 1€&19, and the 
following year wes one of general depression. Good harvests, the 
strong bullion position of the Bank of England, low interest rates, 
and continued banknote expansion soon reversed the trend, and the 
period of 1822-1825 was one of speculative, inflationary boom. As 
during the late twenties, the stock market soared, with "buying on 
margin" conspicuous consumption of paper profits, and fraudulent 
dealings rampant. As during the twenties, too, the stock market boom 
hic from public view both the large investments in heavy industry 
(canals, railways, mines, steamships, construction) which was the 
real basis of the boom, and the deep underlying maladjustment in 
agriculture, 1/ These became apparent only after credit stringency 
and numerous bank failures had precipitated a panic and collapse - 
leaving agriculture prostrate and many investment projects unfinished, 
The financial panic itself was short-lived; but the depression, while 
alleviated by short periods of incomplete recovery, as from 1833 to 
1837, lasted until 1850, 


The United States was in active combat during only two of 
the Napoleonic War years, Nevertheless, American prices rose some 
50 per cent from 1812 to 1814, specie payments were suspended, the 
national debt rose enormously, and banknote circulaticn increased to 
the point where the people lost confidence in it. Government bonds 
depreciated until they yielded 7% per cent in 1814. Despite tight 
money, financiel instability, and depression in the agricultural 
Scuth, a speculative boom developed after the war which carried 
manufacturing activity and prices to new heights. A precipitous 
collapse ensued in 1615, prices dropping well below their prewar 
level. Curiously enough, the consequent depression in manufacturing 
was attended by agricultural recovery and general improvement in the 
South; at this point American post-Napoleonic war history departs from 
the usual pattern. The years 1817-18 were marked by mild recovery, 
and were followed by depression in 1819, Froa 1821 to 1825 there 
was a new speculative boom, accompanied by financial, industrial and 
agricultural expansion, AS in Englana, the crash in 1825 was attended 
by tight money, bank failures, and stock market collapse. As in 
England, the entire period from 1825 to 1850 was one of sporadic, 
limited prosperity and frequent depression, despite significant 
developments in canals and railways, iron and steel, waterpower 
and textiles, 


The American Civil War 


The economic history of the "war between the States" is 
complicated by two factors which are not part of the usual picture: 
physical devastation and destruction of the economic and social 
organization in the South, which was part of the same political unit 
as the victorious North; and the printing of currency with no backing 
other than government fiat, However, the general outlines follow the 
standard model, Prices swore than doubled during the war, business 


1/ On the agricultural aspects of the comparison of the 
Napoleonic and World War periods, see Benjamin Higgins, 


"Agriculture and War", Agricultural History, January 1940, 
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activity was keen although its composition changed, The public debt 
of the North rose from $75 million to $2,600 million. Prosperity, 
which seems to have been based very largely on consumer Spending, 
continued for a year and a half after the war, and was followed by 
mild depression in trade curing 1867-68, Industrial expansion, led 
by railroad construction, was evident throughout the whole postwar 
period. The period 1869-73 was a boom. Once the bubble broke, it 
gave way to twenty-three years of chronic and severe unemployment and 
inactivity, occasionally interrupted by incomplete recovery, Until 
1950, this period was known as "the great depression", and it is a 
close rival of the thirties for the right to this title, 1/ 


World War I; England 


Englana financed the first world war by monetary expansion 
and public borrowing, especially in the forin of Ways and Means advances 
by the Bank of England, Prices rose 150 per cent, agriculture as well 
as industry expanded to meet wartime demands, The Armistice was follow- 
ed by a light recession, during which policy considerations were 
collplicated by a simultaneous desire to promote a boom to absorb men 
from war industry and the armed forces, and to bring about a fall in 
the extremely burdensome cost of living, Prices fell slightly, but 
union employment did not fall below 97 per cent in this "breathing 
Spell", and unemployment in all insured industries did not rise much 
above 10 per cent, despite a very rapid demobilization. By March of 
1919, two :nillion men had been demobilized, and in April 85 per cent 
of them had been absorbed into civilian employment, Although 
inflationary public financing had not ended, wartime restrictions on 
credit, trade, and industry were removed, in response to pressure from 
the business comunity, De-rationing of food, rent and fuel, came 
more slowly. 


Towards the end of 1919, prices began to climb again, and 
rose much more rapidly than during the war itself, reaching a peak 
nearly 3 1/2 times the prewarlevel before the downturn in 1920, 
Although industry was hampered by a shortage of skilled labour and a 
fail in productivity per shift and per man-hour, 1919 and 1920 were 
boom years. Employment was uneven, however, with unemployment as high 
as 10 per cent in shipbuilding, engineering industries, and iron 
foundries in December 1919, The price rise was accentuated by 
Speculation in inventories and accumulation of stocks, The stock 
market was definitely bullish. The value of new issues rose 80 per 
cent from 1919 to 1920, and speculators spent paper profits freely, 
Imports of consumer goods increased heavily. Exnorts rose more 
sharply than production, but remained below the 1915 level. FPublic 
expencitures continued on a high level, and the deficit for 1919 
was % 580 million, 2/ 


Expenditures by local authorities on public housing projects 
contributed to the expansion. There seems to have been a "backlog" of 
demand for both consumers' and producers! goods, Civilian consumption 
per capita had fallen cO-25 per cent during the war, shipping tonnage 
was well below the 1914 level, the railways had lost rolling stock and 
equipment in France, and industry as a whole was nearly a year behind 
in its replacement, Shipbuilding was maintained 30 per cent above the 
prewar level. Iron and steel and engineering also operated close to 
capacity. 


Credit stringency precipitated the downturn early in 1920, 
Reserve ratios of the banks fell below the accustomed 10 per cent, the 
bank rate was raised from 5 per cent to 6 per cent in November 1919 


(1) cf. W.W.Rostow, "Explanations of the "Great Depressiont 


1875-96", 
Economic History Feb. 1940, and "Investment and the Great 
Depression" 


Economic History Review, May 1958, 
(2) The deficit in fiscal 1920 was & 326 million, nearly 
6 per cent of national income, 
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and to 7 per cent in April 1920. Government expenditures were reduced, 
and a surplus of $ 149 million was obtained in 1920. Shipbuildine fell 
off sharply; while 2,405,000 tons were started in 1919 and 2,397,000 
tons in 1920, only 568,000 tons were started in 1921, Prices dropped 
to half their peak level, production and exports did the same. The 
depression was aggravated by the inflation of land value and gross 
overcapitalization of many firms during the boon, 


Recovery Set in about the middle of 1922, and continued 
throughout the early twenties, Due to the return to gold at an over- 
valued rate, however, and perhaps to déeper causes, England had no 
real boom in the late twenties, On the other hand, her recovery from 
the depression of the thirties started earlier and was somewhat more 
complete than was the case with the United States or Canada, 


World War I: the United States 


Had not war broken out in August of 1914, it is quite 
possible that the United States would have suffered a prolonged 
depression during the decade that followed, instead of in the 
thirties, As it was, the initial effect of the war wes to add 
financial panic to a depression already severe, With the growth 
of Allied demands for war materials, however, recovery set in. By 
1916 a vigorous prosperity was under way. In 1917, and 
particularly after the American entry into the war in April, prices 
began an upward flight which did not end until the index of 
wholesale prices hud more than doubled, Heavy government 
borrowing and monetary expansion supported an inflationary war 
boom. 


The five months following the Armistice constituted a 
period of hesitancy. Industrial production fell about 10 per cent, 
wholesale prices about 5 per cent, By April 1919 it seemed clear 
that no collapse was imminent, and uncertainty gave way to 
Optimism, Prices rose faster than ever, 56 points from March 
to May. Production and employment recouped their losses, Stock 
market speculation was rife, The boom lasted about a year. 


Several factors contributed to this postwar boom, First, 
government deficit spending continued on a high level, despite all 
efforts to cancel war contracts as quickly as possible. The 
deficit for 1919 was well below the 1918 level, but only slightly 
below the 1917 level, and for the first three quarters was well 
above the 1917 level. Not until the fourth quarter of 1919 was a 
surplus shown, Second, monetary expansion was greater during 1919 
than in any year of the war, Deposits, loans and discounts, and 
investments all increased much more during 1919 than in the previous 
year, The Federal Reserve rediscount rate was kept constant from the 
middle of 1918 to November, 1919, Third, U.S. Treasury advances to 
foreign governments for purchases in the United States continued at 
a high level, which helped to maintain exports, Fourth, gross 
investment in plant and equipment proceeded ot_a rate which until 
the present war period was without parallel. 1/ It must be remembered, 
however, that the capital goods industries depend more upon new 
construction for their market than upon replacement. Fifth, there 
may have been some backlog of consumer demand, especially in housing, 
Sixth, there was speculation in inventories, land, and securities 
which provided a facade of prosperity and promoted a generally 
bullish attitude. Seventh, wartime price controls were quickly 
removéd. 


(1) cf. Paul Samulson, "Full Employment after the War" in 
Post War Economic Problems, ed. Seymour Harris, New York, 1943. 
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It seemed clear that continuation of such a boom, which 
brought no real prosperity and threatened to disrupt the entire 
economy, could not be countenanced by the fiscal authorities, Early 
in 1920 the Federal Reserve System set out deliberately to check 
monetary expansion. Rediscount rates were raised, bank lending 
curtailed, Government surpluses added to the deflationary forces, 
With the re-openine of customary trade channels end cessation of 
extension of foreign credits by the Treasury, American exports fell 
off, Once it seemed that the price rise would not be permitted to 
continue, commodity and security markets became bearish and prices 
collapsed. 


The rest of the story is well known, The depression was 
severe but short, and gave way to the boom of the twenties, in which 
industrial expansion and renewed stock market speculation, both 
financed by credit extension, were dominant features, In 1929 came 
a new crisis, which was aggravated by financial difficulties 
throughout most of the world in 1930 and 1931, Recovery set in 
during 1933, lasted until 1937, but left a large heritage of 
unemployment and agricultural depression. Not until war broke out 
again did the American economy come close to full use of its 
resources, 


Conclusions 


We see, therefore, a certain order in the sequence of 
events during and after major wars, War periods themselves give at 
least an appearance of prosperity, with employment and production at 
high levels. Consumer goods become scarce relative to the monetary 
demand for them, usually more because of monetary expansion than of 
reduced supplies of goods, Prices accordingly rise, The war is 
followed immediately by a sort of "breathing spell" in which business 
men, investors, and people generally have a "wait and see" outlook, 
This period of hesitancy is usually one of mild recession which could, 
but apparently does not, lead to serious depression at once, It 
should be pointed out, however, that former wars have never attained 
the economic scale of this one, and the possibility of immediate and 
deep depression in the absence of correct policy cannot be dismissed 
too easily. The "breathing spell" is followed by a postwar boom, in 
which continued and even accelerated inflation is a frequent feature, 
Then comes a sharp, but usually short, postwar depression, After that 
there are a few years of considerable prosperity, followed by a long 
period of stagnation. 


Canadian experience since 1913 is no exception to the 
general rule, However, it is not enough to state the existence of 
this conformity. We want to discover the causal sequence involved, in 
order to have some clues as to how this pattern might be prevented 
from recurring still another time. We want neither postwar recession, 
nor postwar inflation, nor postwar depression. If we succeed in 
avoiding these, we may be able to avoid the post-postwar depression 
which has hitherto followed the post-postwar boom, and which in 
many respects is the most serious danger to be faced in the whole 
decade after the Armistice. There is an aura of universalism 
about postwar experience which almost, we have said, suggests 4 
"law": but we do not mean that the pattern is inevitable. There 
may well be "laws" implicit in the coimmon causal sequence; if we 
knew these laws, we could use them to obtain the objective of 
postwar economic policy; maintenance of national income and 
employment at a high and stable level, while the content of 
national income is being changed from things that win wars to 
things that produce welfare. 
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Ties Canada in the War of 1914-18, 


In 1913, Canada reached the end of an investment boom 
based on foreign capital. Nearly one-quarter of total employment 
was in the capital goods industries, about one half of total invest-— 
ment in the country was owned by outsiders. In that year alone, 
Capital imports exceeded half a billion dollars, aluost one quarter 
of the national income, An era of expansion, markea by opening of 
the West, birth of new towns and cities and growth of old ones, road 
and railroad construction, provision of agricultural machinery and 
equipment, development of new mines, was over, 


Had not the wal’ come along in 1914, it is hard to fay how 
deep the depression mizht have become or how long it might have lasted, 
As it was, the national income fell from $2,559 million in 1913 to 
$2,255 million in 1914, and even in 1915 it was still Slightly below 
the prewar level. 1/ When war broke out, excess capacity and unemploy- 
ment prevailed, The initial effect of declaration of war was to dry 
up the inflow of capital, disrupt international trade, create an 
aura of uncertainty and fear, and thus intensify the depression, 


Canada's long-run outlook in 1914 reouired a shift from 
Capital importation and expansion to production of an export surplus 
to meet her foreign debt service, It was inevitable that Canadats 
participation in the Allied war effort should involve just such a 
shift from investment in fixed capital to production for export. 
While the form of the export surplus would be somewhat different in 
war than in peace, nevertheless this general colpatibility of long- 
run and war-time demands on the Canadian economy should have eased 
the transition to war production, Taking this fact in conjunction 
with the existence in 1914 of wide-spread unemployment ana excess 
capacity, it would appear that Canada was in a position very 
favourable for the development of a large-scale war effort, No 
Such large-scale effort was forthcoming. 


The Military Effort 


In the military sphere, Canada has just cause for pride in 
her war effort, The outbreak of war found Canada completciy snpli- 
pared for a military effort on even the most miniscule scale. She 
had no navy worthy of the name, no air force whatever, a permanent 
force of only 3,000 men, and a non-permanent and highly inactive 
"Active Militia" of some 75,000 more, Yet before the end of 1914, 
Canada has already sent 30,000 men overseas, Total enlistment 
reached 91,000 men in that year, and grev to 215,000 by the end of 
1915, By the time conscription was introduced in October ery 
voluntary enlistments nuabered 438,806 men. While the Canadian Air 
Force was organized too late for action, over ©,000 Canadians entered 
the Royal Air Force, and a separate Canadian tank corps was 
organized. The splendid record of the Canadian armed forces in 
combat is too well known to require comment here, 


The Production Effort 


On the production front, the story is less glorious, 
Whereas war expenditures at the present time are running close to 
oO per cent of national income, war expenditures both at home and 
abroad reached 10 per cent of national income only in the last year 
of the first world war, Even when British expenditures in Canada 
through the Imperial Munitions Board are added in, war outlays in 
Canada never reached 20 per cent of national income, While reliable 
figures of total production are not available, it would appear that 
it did not increase more than 10 per cent over the war period, 2/ 
In this war, industrial production has already inereased by 160 per 
cent, 


(1) National income figures are from Deutsch, op,cit. 


(2) “Gf. Brown, op. cit..p. 25, 
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There were, of course, certain fields in which production 
expanded enormously, Outstanding among these is the munitions 
industry. Before the war, there was no munitions industry in Canada 
at all. Shortly after war vas declared, s Shell Committee was 
organized, composed of reprosentatives of the Canadian iron and steel 
industry and of tre governaent. Three thousand shells were shipped 
to England before the end of 1914; in the following year over five 
Million shells were Shipped. In November of 1915 control of shell 
production was taken over by the Imperial kunitions Board. Shell 
shipments rose to twenty million in 1916 and twenty-four million in 
1917, In the last two years of the war, the Imperial ilunitions Board 
was spending more money in Canada than the Canadian governiient itself. 
Some 675 factories were ik operation, and in 1917 between one quarter 
and one-third of the shells fired on the Vestern front were of 
Canadian manufacture. 1/ 


Significant increases were obtained in the production of 
certain foodstuffs, especially wheat and flour and meat products, 
Wheat acreage expanded 54 per cont during the war. Both hog and 
cattle slaughtering rose markedly. Production of cotton soods seems 
to have. made definite gains. Physical production of copper rose 54 
per cent from 1913 to 191€, lead 36 per cent, and nickel 86 per cent, 
while zine production increased from negligible amounts to 55 million 
pounds. Production ii other branches of industry, however, seems to 
have done little imore than rocover the losses of 1914, Enploynent 
went up in war manufacturing food production, transportation and trade, 
went down in construction, railways and railway equipuent. On the 
whole, the effect of the war effort upon production and employment 
seems to have been to restore them to the 1915 level, and the only 
"shifts" of importance scem to have been into munitions and the armed 
forces themselves, The scanty figures available suggest some shift 
into steel production and shipbuilding, but not of large proportions. 
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The Export Front 


Canada's chief contribution on the economic front was a 
substantial increase in exports to Creat Britain. In the last two 
years of war over 40 percent of the net value of wanufactured 20o0ds 
was cxported, as compared to 6 per cent or 7 per cent in tvhe-pre-nar 
years. Munitions exports alone amounted to nearly one third of net 
manufactures. 


TED LE\) 1. Canadian Trade Balance, 1914 and 191¢ 
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source: Trade of Canada 


The value of $787 million increase in active balance would 
be about $400 million in 1914 prices, approximately 25 per cent of the 
value of physical production in 1914, This inerease in export surplus 
was greater in value terms during the first war than it has been so 
far (end of 1942) in this one, and slightly bigerer even in physical 
terms. 


The composition of the increase in eaports naturally bears 
a close relationship to the ineveage in production. Significant 
developments in agricultural exports are shown in Table 2, 


1) On Canada's Military effort and munitions wroduction 
+ > 


see F, H. Underhill, op. cit. 


7 


As 
saa Al 


eolealies do tw ni or 
anedtinum » t snot, 

abuned ot, qurentiat Resty rien 
Bele, othe kate i panne maw Us 
Lead tad, More P selimayth Sah Use roe analy ay ‘tank 
| set Pa arene ahi eats Fetgehu nee “sonnel, Jee & 
red ae ney. adwOLhed volt (hc e wf, 38). nt ut 
Ltovig te Towkive SGL ro tea am eR ea Ee 

Cc wade ‘ scat PNT oy et es ci me date Ais’ pant 
‘Rh aot bbe | iota d and pales WEE atk abit ae 
Aer welt eit Nr bith : a Taped Ode) er aie Ve thee, atee ma 
tives. age Peat aioe i » ebb tus my vthe oe: od) a ‘toa 
Hottaup ono aeaiod VRE eh ee beta ag at oes 
A whens pea Cnatha. Ae no Bors’ Bae atlas i 


ake hal 


te aoiorbour ont ok funder y ance Ratan 

PISO A Abd tras 228 Lagi Yaa upd S “wah B PREM yl Lis homesite ; 
Lo woe dee 9thow, aed: Gehiuh dan. tag a 
Agi Oo), o re 6 rene ee soush a a russ Che. Ab agy) Say: 
AE aun Kedade “So fous wher LORE ‘a areand Wy 4 


If . omen Ge baa “poas xe ere dno og 


aed Rhye Se hips, Peet gat Hi q Dinh : 
OE Lis A Oe ekawohe BERGE ney eet bao an er pierre 
of aKooy , Loe amet mia 10, eonete Ds im 4b gino! 
Popqrods HG, wbICL to ape! vit) te ‘oo. RR’ b. 
pte bsvact bre Moke ot pC eh ‘weds: QMO ij oube-tey OL 4 
re ae Sig Rope Rawk ber fra TH eal i ( an0o me pre 
irervyeal yt ite oto iberag HOt ee ayn ee ae ph i tontis’ ont 
} malt of mode ase ye 4 oud weed ot 
al 


‘wirin “nla pag! 4 faguel & es. hte 
bumne oF hte cond hate Oats Hoga windt oo ae asdtspgnit to Mei 
Mein cmon tuageue whe tewe asgtenld tqine, wu eG oe fonmona, #0 


9 enon. a “lmetale ka atom tise, gn il Lindy inte seunmatann tie ence | 


iy . 


0. 43" (a) SAG hy fie wo Hie tnd Seen ine domes CMe “ 
ows, Seed AT | 4 ee How, OF iP SONY at. 


+ me ent i Ue Ay 4 ce 
aera hr A, LLCO) Ante Pe eat fe ia 


boas! Peo See. ofto ee a" Rue itiotde nto & ia te 
at * he ne aa : f : 


i bi (xe 


’ ae 1 Au 
ha! a 


, tS 8 j i oe ry 
Spas fo ees ce Go 7 eye a8: weiss Ni Rie 
Pas Nia Dean al FRY Th oe ae oh Lae 
it Lei Cai bh Way, ae 


enti 


ls x 
ogee artes | | apn ined gre ATH Mee sores ede Om a toot care ite tate pete eee a cape pe Math enh be emg 


eit 9 OO eee 
Fi : } : wiht 7 
fe ee ahr Dee ee MIE pmb aire pee TT arden pie inne ams a bale J PA iter 
€ « a ‘ rt ‘ ay J i 
. Le AT 
yc eae ‘af j ie i, 
A, 9, eka. sath a. ” me 
Pr I a ot tee Liss aaa th si eee see 
1 ‘ 7 - % ey 
ete: [ER Sigal 9 sso fl oye te erg ‘¢ a ne d | Bee < a 
WALA FSi * pee a i fei, UY ae 
¥ i 8 
Vio ... ' ‘ “ a sare . : ' £ i ay 
r i eu bie . vate any rh me) 
rey ae fi: be a 1 Laer r th “ F ‘i i a Hl 
laiedoths tha ivetatheaerhitborme aod * ou ent deen <n pe TR Ee ee fale, panes 
i i) Qe ate J ee Oe oe t 
; We *, 
i . 1 


id 49 "tee ash re ore enue’ ed 
fig i poneke dh sneraha tLe! ht 

oe med mo. ‘eh Suds st y sab = ' 

Pe lax wed. noe. we fcsisineel ca 


. mer | 1s oy EAS Eats rn 
: F oy ‘ 


isha uadusiabamie a woeonout 4 
_, sed TD atin Crieontng a Be 


-9- 


Table 2. Qanadian Arricultural Bxports, 1915-1919. 
(All figures in millions) 


Fiscal! Total . Butter & 


1 t j 1 Bacon & ! 
Year ' Agricultural & ! Wheat ¢ Wheat Flour 3 Cheese Hams ' 
Ended ' Animal Produce ! ! ' t t 
Mar. 31! ' ' a t 
! t bu. ! bbls. PLB: TLDS. 1 
1915) 4 ¥5200.7 1 ESOS Tet Lg $24.6 1140.3 $19.8 ; 94.8 $14.5 ' 
1916. 4 352.5 Ip aes nt, Mb. BL il7o.4 ) 2TH 7 4153.6 EU BA 
1917! 501.2 t 189.6 abu.4b sy 7,4 POOLE Geer mel iegu | Nae ib 
1918 | 740.5 ya tli Salers ace neon) 95.9 1174.4 eee 1 207.8 60.174 
1919 ! 469.7 PT She 97. Ong 4.9, '9 99.9 1165.9 1359) Lene 7 H1.5 , 
' i 


1 1 1 t f ' 
: | 
Much greater relative increases are shown in the field 


of manufacturing, and especially in the field of munitidns, ag 
Table 3 shows. 


Table 3. Principal Manufactured Exports, 1915-1919 


(All figures in Millions) 


Fiscal! Total ! Cartridges, ' Explosives ¢ t Woodpulp ' 
Year ' Exports! Guns t and ! Newsprint t (Chemical and ' 
Ended ' Manuf, ! Rifles, ete. !' Fulminates ! t Mechanical) ¢ 
Mar.31' Goods ! ! ! ! it 
' u t rertong | t cwt. ! } 

1915 '$85.5 eta ag 1 We 0.3 eNee a Le UN Vt oe r $9, ' 
1916 'ahe.o ! 73.9 t yoke! MES Pe OEE OPPS Iara Ware BY 1 can ' 
1917. '477.4 1 ea a Hay toys eee tee 40 ot ad Sa DM ecrat ' 
1918 '636.6 ay bc ons Pay te’ elec liy aren set ean Cee t F256 ' 
1919 ets 213.4 Paulie yals estas Cl iss hin ley ' 
$ { t 4 T 


From Debtor to Creditor 

Oanada entered the war as a debtor nation, and for a short 
while continued to rely upon foreign loans to finance her war effort. 
As Sir Thomas puts it, "During the first months of the war our 
principal outlay was in England and it was met from the proceeds of 
a loan from the British Government. For the period from September 
to the end of March 1915, we arranged with the British Treasury for 
advances aggregating twelve million pounds sterling. We were 
leaning upoh the British Treasury, not only for our war expenditure in 
England, but also in Canada, and for part of our public works and 
railway expenditure as well". 1/ 


As the war progressed, however, British purchases of 
Canadian munitions and supplies reversed the situation and Canada 
became a creditor country despite borrowing in New York. 


Credit relations between Canada and Great Britain in 
the latter years of the war and in the immediate postwar years 
are summarized in the following table: 


(1) Op. cit. pp.13,17 Canada also sold £3,000 in Treasury 
bills and $%,500 of 1940/60 Dominion Stock at 4 per cent 
in the London market during this period. 
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Table 4. Canadian War Advances to Britain, 1917-1924 
(In millions) 


Fiscal Advanced to Advanced by Balance due 
Year Great Britain Great Britain to Canada 

1917 ' 2718 ‘ 1809 ' -11.3 ' 
1918 t 504.6 ‘ 592.9 t ie Ray, ' 
1919 t 474.7 t RO5.8 t Pek Bite ' 
1920 : Pahl ! 58,4 ’ Lt Ay ' 
1921 t Saisrak : 29,8 u 141.4 ' 
1922 Y err i Le: uy Leen. t t 
1923 t al Syaiwte : 96,2 { 66.5 : 
1924 : WAY . 66,5 J «0a t 
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Source: Sessional Papers of Canada, Public Accounts 
(Huoted by Curtiss. op.) cit, p,...23) 


The first New York issue was floated. in July of datos 
through J.P. Morgan, and consisted of one and two ye.r notes bearing 
So per cent interest sold at par and at 99 1/2 respectively. The 
finance Minister had some trepidation about this new step. 


"We had thought of this at an earlier date, but it was 
not clear that either the Government or public opinion in 
the United States would favour a public offering there by one 
of the belliserent nations" 


The loan was very succesrul, although there was some 
eriticism that the rates were too hich, Financial opinion was, 
however, that given the American doubts as to the outcome of the 
war, the flotation by the Canadian government of #45 millions by 
short term notes in New York was somethinz of an achievement, 


The success of this move led to its repetition. In March 
of 1916, $75 millions were raised in New York on 5, 10 and 15 year 
5 per cent loans sold at 99.56, 97.13 and 94.94 respectively. In 
1918 <:100 millions in 5 per cent two year notes issued at par 
were sold in New York, 


Thus during the last war, as in this one, Canada became 
a creditor country, Canadats revergsea financial relation to 
Great Britain, and the development of an American market for Canadian 
securities, were amonz the major financial events o: the first 
world war, 


Inflation 


With the war erfort on so much smaller a scale last time, 
one might expect that the derzree of inflation would also be less, 
Just the reverse is the case, Whereas in this war prices were 
permitted to rise only 20 per cent in the first two years and have 
been kept stable since, in the last war prices doubled, Even the 
distortion of the price-~income structure was somewhat ereater in 
the last war. This time wholesale prices have risen only slightly 
more than retail prices, and retail prices only slightly sore than 
cost of living. The biggest discrepancy has been between prices of 
foods ana raw materials, (many of which do not come under the ceiling) 
which have risen over 50 per cent, and prices of manufactured goods 
(most of which are under ceiling regulations) which have risen less 
than 20 per cent, 
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There are, however, more serious distortors hidden behind 
the general indices, Prices of non-ferrous metals and non-metallic 
minerals have gained less than the general average, while prices 
of animal and vegetable products have risen considerably more than 
the average, Building materials prices have gone up more than 
manufacturers! materials prices, Prices of animal products have 
shot up twice as fast as prices of field products, The contrasts are 
even more striking when prices of particulsr commodities are 
examined, 


These discrepancies in price movements carry with them 
differences in the effect of war upon incomes, There are significant 
variations in wages according to occupations, The index of hourly 
rates shows increases varying from 7 points for printing trades and 
8: points for building trades to 17 points for metal imining and 162 
points for factory labour, Finer breakdowns show even wider disparities, 


One might expect that the price distortion in the last war, 
when nearly all prices were left free to soar at will and the 
general increase was so much greater, would be less than in this one. 
Such was not the case. Wholesale prices rose 99 per cent, cost of 
living rose 49 per cent. Fibres and textile materials rose 170 per 
cent, vegetable products 120 per cent, iron and its products 127 per 
cent. Chemicals on the other hand, increased only &7 per cent, animal 
and their products only 79 per cent, non-metallic winerals and 
products only 45 per cent, non-ferrous metals and products only 44 
per cent, wood and wood products only 39 per cent, In this war, 
prices of producers! and consumers! goods have moved iiore or less 
together; in the last war consumers! goods went up only 73 per cent 
while prices of producers' goods went up 96 per cent, Moreover, 
whereas foods, beverages, and tobacco rose 92 1/2 per cent, other 
consumers! soods rose only 48 per cent. Manufacturers materials 
rose 115 per cent, vompared to a rise of 50 per cent for construction 
materials and 49 per cent for producers! equipment. Within the cost 
of living category itself, there were wide differences between the 
Sub-grcups, as Table 5 shows, 


Table 5, Rise in Cost of Tiving, 1914 -— 1918 
(All data converted to base 1914-18 -- 100) 
War Prices 


Retail prices Aug, 1914 Nov. 1918 Increase 


Cost of Living ' 84,9 ’ LSi.2 ’ 54.5% 

Food items ' ' 82.6 ' 145.2 ' 75.8% 

Rent ’ 100,8 ' Lie Tee) ' 11.0% 

Fuel 93,0 ' 1176 ' 31.1% 

Clothiag 76.7 ' WEOLO IL brut 81.2% 

Miscellaneous ' 90.4 ' Deo, ' 36.7% 
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1/ Percentage rises were: Wheat, 69; Flour, 16; Hogs, 119; Steers, 8&8: 
Oats, 69; Pulp, 138; Wool, 73; Cheese, 55; Gasoline, 47; 
Raw Cotton, 100; Cotton Yarn, 16, 


In contrast, prices of certain luxury goods fell, 
Source; Monthly Review of Business Statistics, D.B.S. 
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As in the present war, still greater diversities of price 
movement appear when individual cases are cited. Prices of tin and 
linseed oil quadrupled, the price of wool went up some three-and-one- 
half fold, the price of wheat trebled before being pegged at a price 
about two and one-half times its prewar level. Yet steel prices 
increased only 25 per cent, and rubber prices actually declined. 1/ 


Wage movements show similar differences. Wages of common 
labour in steel and coal companies more than doubled, wages of steel 
workers and olectrical machinists doubled, wages of skilled moulders 
went up 128 per cent, of blacksmiths!, millwrights!' and electricians! 


helpers only 62 per cent. Indices for various occupations are shewn 
in Table 6. 


Whereas in this war wage rates have risen slightly more than 
cost of living, in the last war wage rates in general lagged behind 
the cost of living. There was, however, considerable variation 
between the wage movements for different occupations, rates for 
skilled labour rising somewhat more than cost of living. Moreover, 
the increase in total employment enlarged the total wages bill. 
Despite the big increase in profits, therefore, 2/ it is not 
possible to say definitely that there was a redistribution of real 
income in favour of the upper income groups. Rather, middle income 
groups seem to have lost to both the upper and lower income groups. 


Table 6. Index Numbers of Rates of Wages of Varioug 
Classes of Labour in Canada 


(Converted to base 1914 = 100) 


‘ear 1 Building | Motal ! Printingt Steam! Coal !' Common ! Logging ' Metal ' General’ 

1 Trades 1! Trades! Trades ! Rlys ' Mining ' Factory! and Saw ' Mining! Woight-! 

1 ' ' ! ’ ' Labour ' Milling ! t Od kone 

aie ’ 1 ' t ! ‘ t 1 ' Average! 

! ‘ t t j “f ' t $ i] 

1514 + 100.0  LOGR OMe FLO0 0 i OimOO soit. 0040) 0200.0...) 10080) 18) 100.04. 100.0? 
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The average level Of prices is simply the ratio of the 
flow of money (MV in the well-known Fisher equation) to the flow 
of goods (T in the Fisher equation). Inflation may result, therefore, 
from either a decline in the supply of goods in general or from an increase 
in the quantity of money or in its velocity of circulation. Since during 
the last war the export surplus increased somewhat more than did total 
production, the supply of goods available for domestic consumption may have 
shrunk a little. It seems clear, however, that there was no 
decline large enough to provide in itself an explanation of the 


1/ On the other hand, War I prices of raw and partly manufactured 

~ goods stayed much closer to prices of fully and chiefly 
nanufactured goods than has been the case in War II, except 
for articles of marine origin. Contrary to experience in this 
war, prices of manufactured goods rose more than prices of 
materials. 


2/ The average rate of profit on 1914 capital of 46 leading 
mining and industrial concerns rose from 5.7 per cent in 
1914 to 15.9 per cent in 1918 (Brown, op. cit. p. 16) 
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violent inflation which took place, 1/ We must, therefore, seek our 
explanation on the monetary side, 


Monetary Expansion 

Wartime inflation may take several forms, First, the 
government or the banks may print and circulate additional currency, 
Second, bank deposits may be expanded by banx lending to private 
individuals and private enterprise, whether for the purchase of 
government obligations or for other reasons, Third, bank deposits 
May be expanded by lending to government, either directly or by 
purchase of government obligations. Fourth, the velocity of 
circulation of money in existence may increase through a shift in 
ownership from people who tend to hold it idle to pecple who tend to 
Spend it, All these forms of inflation occurred in Canada during 
the last war, 


In the first days after the declaration of war by Germany 
the chief concern of bankers and of the Canadian finance Minister was 
to avert financial panic, Already nervous about the recession that 
had set in, and about the imminent collapse of the real estate boom 
that had accompanied territorial expansion, Canadian financiers were 
thoroughly frightened by the prospect of Huropean war, There were 
heavy withdrawals of gold from the banks, especially in the financial 
centers of Toronto and Montreal. Accordingly, the finance minister, 
Sir Thomag White, called to Ottawa the leading members of the 
Canadian Bankerst Association, Within a very few hours, proposals 
were drafted to remedy what Sir Thomas has called "the lack of 
legislation for the contingency of panic", 2/ These proposals were 
embodied in an Ordci in Council of the following day, and were as 
follows :- 


sas The banks were empowered to Suspend payment in gold, 
and to make payment in their own notes, 


ae, To provide for increased bank note circulation, the 
Department of Finance should make advances of Dominion 
notes to the banks against the pledge of securities 
deposited by the banks with the Department ef Finance. 


SF, The "excess circulation" privilege, formerly restricted 
to the crop-moving period from September ist, to 
February 28th, was to be extended to include the period 
from March Ist, to August Zlst, Excess circulation was 
taxed at 5 per cent. 


Ey Of course, the secondary effects of the great increase in 
export surplus( in economic parlance, "foreign trade multiplier 
effects") would tend to raise national income, and in the 
absence of an increase in output such a rise in income could 
only consist of a rise in prices, The operation of the 
foreign trade multiplier seems to be the kernel of truth in the 
"outside forces" explanation of inflation which was common at 
the time, However, the foreign trade multiplier could affect 
the domestic price level only by causing monetary expansion, 
and such expansion could have been prevented by proper monetary 
and fiscal policy. Recognition of the influence of the foreign 
trade multiplier on national income is not in itself an excuse 
for permitting internal inflation simply because the export 
surplus is increasing in value terms, as experience in War II 
demonstrates, 


2/ Sir Thomas White, The Story of Canadats War Finance, 1921, 
dp. 7. For anothcr account of the financial situation in 
the first days of the war, see Ross, "A History of the 
Canadian Bank of Commerce" Toronto 1922, Vol, II, Ch. VI, 
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4. Redemotion of Dominion notes should be suspended. 
Se Authority to declare a moratorium was to be obtained. 


These measures were all illegal et the time their utilization began, but 
they were given legal status by the Finence Act of 1914. The authority 
to declare a debt morstorium wes slso obtained, but never used. 


Thus from the very outset of the wer, the primary concern of the 
finencial officers of the country wes to vrovide "sleasticity". The time 
honoured policy of meeting a panic by incressing the monetary circuletion 
has found new support in the recent doctrines of Yeynes and his followers; 
but the inflationary implications of this set of regulations are clear. 
Designed es an emergeney measure to meet an incipient vanic, the Finance 
fect of 1914 remained on the statutes until the the creation of the Bunk of 
Canada in 1934. It gave authority for virtually unbridled inflation. As 
Psofessor Curtis has put it, “the banis apparently could expand without 
limit, ss long es the discount rate was sufficient to make expansion pro- 
fitabie,” 9 1/ 


The government lost no time in making use of its new inflationary 
powers. Ouc of the very first financial measures of the wer was the issue 
of “10 million in Dominion notes. Another #16 million was issued es a 
loan to the railweys, egainst *20 million of railway bonds end debentures. 
The authorized issue egainst specie reserve wes increased from $50 million 
to $50 millions In 1917 $50 million of Dominion notes were loaned to the 
British government ageinst collateral deposited by the Britich Treasury in 
the London branch of the Bank of Montreal. Altogether “96 million of new 
Dominion notes were put into circuletion. The great bulk of these notes 
found its way into the banks, raising bank reserves by about 30% and peving 
the way for credit extension. The course of monetary expension is shown 
in Table 7. 


Table 7. Measurements of Monetary Exoension, 1913-1920 


(In millions) 


A Ct 
POM Ae POM VG ar 


! 
! 1 
Peugrseeien  eore tole F toly oe olen ole. ¢ t080 
currency | 133 | 130 | 148 176 , 220 251 | 262 262 | 
Bank 1,006 | 1,103 | 1,145 1,303 1,565 1,670 | 1,842 1,951 | 
Deposits f f f t { { ft ! t 
TOthG tigen | Lyte | by euo 8 1.479 8 ives 8 : 


1,921 ' 2,104 2.2138 
———— 


Source: J-J-- Deutsch, op. cit. 


The bank reserve retio rose from 18.9 per cent in 1914 to e peak 
of 25.7 per cent in 1916, and fell to 19.1 per cent in 1918. The mainten- 
ance of reserve ratios in face of a doubling of bank note circuletion and 
a 70 per cent rise in bank deposits is clesr indication of the government 
policy of providing the banks with ample reserves to meet whatever demands 
should be made on them. It was the official opinion that bank credit faci- 
lities "should be employed in meeting the requirements of the egricultural, 
commercisl and industrial community for short losns' rether then for 
government finances 2/ Nevertheless, the increase in bank holdings of 
securities, which can be essumed with reasonable safety to consist of govern- 
ment obligetions, was nearly as great as the increase in loans, ss Table 8 
showse 


D/POps cites p. 28 


2/ White, ope cite pe 24. 
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Table 8. Expansion of Bank Assets, 1914-1918 
(In millions) 


Itom {11> 
YOU 1 1915 4 1916 oe ey, iy SOLS 
$ ! ! 1 t 
(Govt. deposits) ' $ 16.4 eS ete wt? S ROeG! yF $107.0 ~ 1 $136.8 
Securities e106 d7 ; ies5- | 2oere HOS Ft 513.6 
Loans, Canada 1 854.5 ' 859.7 |! OGcrot. ef) 956.3% 1 4) 316,6 
Loans elsewhere 128.4 : 195.6 ! eaoes 2 (Phe ml 7119.3 
1 t 1 i 


Source: Canadian Annual Review 1918, p. 569 


The Finance Minister, despite the liquidity of the money 
market, and his desire not to impose on the banks, was extremely 
nervous about trying to borrow from the public. The only domestic 
borrowing during 1914 consisted of a direct loan of $5 million from 
the Bank of Montreal. No public issue was floated until November of 
1915. Sir Thomas has explained his hesitation as follows:- 


"For many months it had been under consideration and was 
regarded as a somewhat doubtful experiment. No loan of even 
five million dollars had ever before been subscribed in Canada 
and a war issue of less than twenty-five millions would have 
been hardly worth while. 


“The general Canadian public were not investors ... 
Large manufacturing and commercial concerns required 411 
their liquid resources as working capital. The mass of the 
people did not know what a bond was. It seemed, therefore, 
that for the early stages of our war borrowing in Canada we 
should have to rely upon financial institutions, such as 
banks, insurance and trust rnd loan companies, and unon the 
comparatively small body of investors who had been seabed 36 
to buy stocks and bonds for the investment of their money" i 


A loan of $50 nillions had been décided upon as necessary, 
but financial opinion was that $25 millions was all that could be 
expected in subscriptions. Accordingly, an agreement was made with 
the banks that they would accept an allotment of $25 millions, in 
proportion to their paid-up capital, with the provision that any 
public subscriptions in excess of $25 millions should be used to 
reduce the allotment to the banks. 


To everyone's surprise, the loan was heavily oversubscribed. 
The government accepted $100 million, and returned $4 million of 
the banks! allotment. Encouraged by this success, the government 
borrowed on an ever increasing scale throughout the rest of the war. 
The operations are summarized in Table 9. 
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Table 9. Canadian Government Borrowing in World War I 


q t t 
! t t ' ' t ’ q t 
t 1 { ' t t ’ ’ b] 
’ ' t a ' q t ' ’ Age ’ 
t pe Se tos t a t — t yt an Toes 
' AEs: 1 32 t ch t as ' eet > ’ ue t as ' 
Rene aE MES Me in eh g) tiers soy SOP ee ei we ga 
Oo Nn ® ret oC) no “d GO oe sy ¢ Ss t ae t 
Oot ole Vee phe age ae au i SIG Pee S o © 
er eaat as A ork ’ e ' ae t ise 8 esa) i] i t dt t 
fi Pie ’ t ' t Fi , ae ' , FH ' 
t t t t 1 t ' t 
1936" {) Nov. 1915.7) ,100 ' Ay Wc Se Sen MR gd LO eis 07.5: 80100 ,000! 
Tot yet. Sep...1916.. 100 Se eT OOO MG Osea We LO aN Osa. tw L Sy dO, 
« Mar. 1917 ' 150 al UI BOROOOL i Sore Ogee Ob Ot --- 
P3iga). Noy. 1927... 398 " 820 | : 5g Peruri alUO.Ou | jecc0 
1919" Oct. 1916 * 690 "1,080 ' --- 1 Da typed 9 nt TLOO. Oo Nis eee 
Mar. 1919... G78 M830, to We oa bel Oe SLIGO. a ther aS 
t ’ q t ' t t ' ¢ 


Sources Curtis, op. cit. 


The organization of the loan campaigns centered about a committee represen- 
ting the five big banks and professional dealers in securities, but door to door 
canvassers were also used, and the cooperation of life insurance and trust companies, 
schools and churches, fraternal and other societies, etc., was enlisted. Each drive 
was supported by vigorous publicity in the Press. The banks received and handled 
subscriptions, receiving 0.5 per cent commissions for thoir services. No attempt 
seems to have been made to introduce payroll deductions for bond subscriptions, nor 
was any effort made to reach smaller incomes through savings certificates or stamps 
of small denominations. Insurance companies took over 10 per cent of the first two 
loans, and total subscriptions to the end of 1918 amounted to $94 million. Loan and 
Savings companies took $26 million, Trust Companics $15 million. Thus something 
over half the increase in debt was taken up by individuals and non-financial organi- 
gations. 


The Finance Minister regarded the large returns from the last three loans, 
known as the Victory Loans, as "the greatest financial achievement of the War". There 
is some justification for this attitude. The per capita yield of the two Victory Loans 
of fiscal 1919 was about $170. compared to about $160 for the two Victory Loans of 
fiscal 1943. On the other hand, it must be remembered that in the first war the 
loans were made in a very easy money market, and the ratio of the nunber of subscribers 
to the population was loss at its peak in the last war (about 1:8) than in this war 
(nearly 1:5). Similarly, whereas per capita borrowings in Camada compare favourably 
with the record of the United States in the last war, the ratig of subscribers to 
population reached much higher figures in the United States. =/ It would seem that 
bond purchases were confined more strictly to the upper income groups, corporations, 
and institutions than in Canada this time or in the United States last time. 


The government started the practice of selling Treasury bills to the banks 
at about the same time as it floated its first public loan. From that time on, this 
form of borrowing played an important role in government finance, and borrowing from 
the public was at least in part simply a process of refunding this short-term debt 
to the banks. A comparison of tables 8 and 9 shows that bank holdings of securities 
increased more than Treasury bills outstanding plus bank subscriptions to war loans, 
which suggests that the banks bought substantial amounts of war issues on the open 
markot. 


1/ Gf. Whittlesey, The Banking System and War Finance, National Bureau of 
Bconomic Research (Financial Research Program) 1943. 
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The highly inflationary nature of this whole process is readily 
apparent. Yet its importance as an explanation of the divergent experience 
in the two wars can be easily exaggerated. In fact, the rate of monetary ex- 
pansion has been somewhat greater in this war than in the last one. From the 
end of August 1939 to the end of March 1943, the supply of money (note circu- 
lation plus deposits) increased 55 per cent; from the end of June 1914 to the 
end of June 1915, a roughly equivalent and indeed somewhat longer period, the 
quantity of money increased only 52 per cent. Moreover, whereas in the last 
war the banks took no more than a third of the total increase in debt during 
the war, up to the flotation of the Fourth Victory Loan in May 1943 the banks 
had absorbed close to 40 per cent of the increase in debt. Thus the failure 
to avoid inflation last time and the success in avoiding it this time is not 
due to any difference in the extent of total monetary expansion or in the degree 
of bank participation in loans to government. 


Available figures of bank clearings indicate that they rose sone-— 
what more than bank deposits during War I, indicating a rise in velocity of 
circulation of deposits. However, the sane is true in War II, although the 
rise has been slight. The explanation is not to be found here. 


There was no war savings campaign in the last war, and it may be 
that the availability of savings certificates and stamps has tapped sources 
of savings in low income groups which were left untouched in the last war. 
However, total sales of war savings certificates had reached only $24 millions 
by the close of fiscal 1943, redemptions were running at 34 per cent of sales, 
and cumulative redemptions were 16 per cent of certificates eligible for 
redemption. Olearly, the savings involved in the sales of certificates and 
stamps are of no real significance in reducing consumer demand and preventing 
inflation. 


During the last war, the banks made substantial loans to customers 
to assist them in the purchase of war bonds. i/ In this war, loans against 
securitiss have actually fallen off. When a man borrows from the bank the 
money to pay for a government bond, there is no need for him to reduce his 
spending, and the sale of the bond has no anti inflationary effect. Unques— 
tionably, this difference in the effects of public subscriptions to war loans 
is part of the explanation of the striking contrast between price movements 
in the two periods. Yet the magnitude of such loans could not have been 
enough in itself to provide 2 complete explanation, and in any case deposits 
created under such loans are part of the total increase in money already 
noted. 


No doubt the existence of a Central Bank in War II has assisted 
the Finance Ministry in exerting control over the banking system by affording 
a continuous relationship with the banks, and providing leadership in banking 
thought and policy. Yet the difference between monetary control with and with— 
out the Bank of Canada can easily be exaggerated, particularly if the policy 
of the Finance Department is so purely expansionary as it was in the last war. 
The Bankers! Association performed many of the functions of a Central Bank, 
its president serving as a sort of central bank Governor. 2/ The Bank of Mon- 
treal and the Royal Bank of Canada, with their widespread foreign branches, 
were able to play the role of a central bank in the international sphere. 


1/ "As in previous years", Ross writes, "the bank announced its willingness 

~~ to assist subscribers to take up their subscriptions within limits; loans 
must not exceed ninety percent of the amount of bonds subscribed for and 
nust be paid within ten months, the rate of interest to be five and a half 
percent, the same as that yielded by the bonds." See also Ourtis, op. cit. 


2/ "I discovered when I was Minister of Finance that the Canadian Banking 
~ System is the most perfect instrument that a Minister of Finance could 
have at his hand in floating a loan... What had I to do? Just call up 
on the telephone the president of the Canadian Bankers! Association! 
'I want all the branch banks of Canada notified to do a certain thing. ! 
It was done." 
Finance Minister Sir Thomas White in "Federal Administration and 
the Banks, Journal of the Canadfan Bankers! Association (April 
1922) vol. xxix,.p. 353. 
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It would seem, therefore, that we must seek the explanation 
elsewhere than in the monetary field. There are two possible channels of 
investigation. First, why was the nonetary expansion not offset by increa- 
sed production to the same extent in the last war as in this one? Second, 
has the government been more successful in immobilizing the increase in 
money this time? These questions lead us to the examination of two aspects of 
government finance as yet unconsidered: direct controls and taxation. 


Direct Controls 


Direct controls played a small role in the financing of the 
first war. An Order in Council of 1916 forbade accumulation of "Unreasonable" 
stocks of goods and required hoarders to sell excess holdings at "just" 
prices. In 1917, the threat of a short wheat crop and famine prices led 
to the establishment of a Board of Grain Supervisors to co-operate with 
the Allied purchasing agency in rationing the available supply between the 
domestic and foreign markets. A food Control Office was set up in the 
same year. While its function was mainly investigatory, it did go so far 
as to ration certain commodities among processors and dealers. A Fuel 
Controller was appointed to worry about the new pressure upon the coal 
supply when the United States entered the war. Strikes and lockouts were 
prohibited. In 1916, rentals were brought under supervision. 


Price fixing seems to have been more comprehensive in the 
imnediate postwar years than during the war itself. The Food Board did fix 
‘the price of salmon, and in co operation with the Board of Grain Supervisors, 
established a fixed spread between the prices of wheat and flour. Orders 
in Council were issued fixing the price of newsprint and placing an upper 
limit on profits in the packing industry, above which profits were 
appropriated by the Government. After the Armistice, however, the Combine 
and Fair Prices Act gave to the Board of Gomuerce wide powers for investiga- 
ting and regulating prices, and during 1919 and 1920 this Agency did fix pri- 
ces of a considerable range of commodities. 


In the financial sphere, the main item of direct control was 
the Order in Council of 1917 forbidding the issue of new securities by 
provincial governnients, municipalities, or corporations without the 
consent of the Ministry of Finance. The object of this measure seems to 
have been the assurance of an adequate market for government bonds rather 
that the exercise of discriminatory control over new investment. In the 
final year of war, an attempt was finally made to postpone Dominion public 
works, and to induce provincial and municipal governments to follow suit. 
On the provincial and local level, the effort did not meet with striking 
success. Capital outlays of provinces and municipalities on public works 
and welfare were so heavy that their debt almost doubled during the war. 


While there was no formal exchange control during the last 
war, the government seems to have acted with considerable intelligence in 
its efforts to maintain the Canadian dollar close to par. With the 
outbreak of war, transactions in foreign exchange were strictly curtailed 
to prevent panic and confusion. In the first few months, when heavy 
British capital withdrawals drove the pound sterling to a premium, Canadian 
borrowing in London operated as a mitigating factor. Later, when the 
pound was subject to downward pressure, Canadian loans combined with 
American to sustain it. To maintain the Canadian dollar in New York, 
American branches of Canadian banks were required to contribute $100 million 
of gold to the Department of Finance, loans were floated in New York, and 
a large cash balance wes held there with which to buy Canadian dollars from 
time to time when the need arose. A precursor of present triangular 
arrangements was the agreement under which Great Britain was permitted to 
use part of the proceeds of American loans to pay for Canadian munitions. 
Some attention seems to have been paid to the France franc as well, customs 
duties on French goods being avoided because France needed dollar exchange, 
and subscriptions being made to French loans. ‘The net effect of these 
measures was to keep the Canadian dollar at a slight discount in New York 
most of the time, while in the autumns of 1915, 1916 and 1917, it even went 
to a premiun. 


Here, clearly, is an area in which the experience of the two 
wars is in sharp contrast. For since the outbreak of war in September 
1939, direct controls have constituted an increasingly important part of 
federal policy. The Foreign Exchange Control Board began operations imme~ 
diately. While international finance in the first war was well managed, 
there can be little doubt that the more complete controls now available. 
provide a much better cushion against inflation in other countries than 
any of the instruments at hand last time. The wage-price ceiling, 
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bolstered by rationing of scarce consumers! goods, subsidies tooffset losses 
involved in stable prices for certain sellers, allocation of raw materials, 
and restrictions on consumer credit, provides a system of price control 
incomparably superior to anything that was attempted in the last war. As 
consumers and non-essential industries find themselves unable to buy the 
things they want, they tend to save more of their incomes, holding idle 
balances or buying government bonds. Provincial and local governments, far 
from increasing their outlays as they did last time, have reduced current 
outlays despite a rise in revenues, and have liquidated both bonded and bank 
indebtedness. 


Perhaps more important than any of these controls, however, is 
the sort of control involved in direct government investment in war plant 
and equipment. About $820 million of the billion cad dollars invested in 
war plant and equipment has been provided by the Dominion government, very 
largely through federal corporations. In addition, the government has 
made working capital advances amounting to more than $900 million to private 
concerns engaged in war production. There is every reason to believe that 
this assumption of war risks and provision of working capital by the 
governnent is largely responsible for the enormous increase in industrial 
production this time, and that the absence of such 1 policy in the last war 
accounts for the lack of significant expansion then. The fact that the best 
results were obtained in the field of munitions, where sovernment regulation 
and ownership played its biggest role in the last war, would tend to 
strengthen this belief. 


Important as these direct controls unquestionably are in any 
explanation of the enormous discrepancy between the course of prices and 
production in the two wars, it is nevertheless important not to attach undue 
significance to them, and particularlv not to any one of them. The fact 
that prices rose up to the imposition of the wage-price ceiling in December 
1941 and have been stable since has led many to believe that the mere 
existence of the ceiling is of primary importance in keeping prices down. 
Such is not the case. The price ceiling has been made effective by a 
variety of complementary policies. Rationing began in the very next month, 
and its scope has been continually extended. Subsidies for the oxpress 
purpose of keeping prices down have been paid on a growing scale. The 
collection of the National Defence tax at the source began in January 1942, 
which no doubt reduced consumer purchasing power. The income tax was 
collected at the source after Septenber, the rates were much higher than in 
earlier years. The great war loans of February and November required many 
subscribers to diminish their expenditures, prevented others from increasing 
then. It is the simultaneous attack on all fronts that has prevented 
inflation in this war, and not any single device. 


Taxa‘ion 

As we are all very well aware, the use of taxes, and 
particularly income taxes, has been one of the mainstays of the anti- 
inflation policy of the present war. Tax revenues in the fiscal year 1942 
were over five times the 1939 level, in the current fiscal year will be 
nearly six times the prewar level. During the war, tax collections have 
risen from less than 9 per cent of national income to nearly 25 per cent of 
additional income. This tremendous rise in tax collections has made it 
possible to finance nearly half of total wartime government exnenditures by 
current revenue. 


The tax system with which Canada entered the last war now seems 
highly primitive. Customs duties plus excises on liquor and tobacco ace 
counted for 90 per cent of total tax revenue. Partly for this reason, and 
partly because the anti-inflationary powers of taxation were not understood, 
little use was made of taxation as an instrument for economic control. Per 
capita tax collections rose only from $16.50 to $27.41 during the war, and 
tax receipts never reached 6 per cent of national income. While tax 
collections were nearly 53 per cent of war expenditures in fiscal 2918, only 
in 1916 did they exceed 35 per cent of total government expenditures. Mea-— 
sured against incone—creating expenditures in Oanada of the Dominion and 
British governments combined, which is the proper basis for comparison with 
the tax policy in the present war, the proportion is less than 20 per cent, 
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Table 10. Estimated National Income, Dominion Government 


Revenue and Expenditure, 1915-191 
(all figures in $ million) 
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' Fiscal Years 
So Sa aaacke ao Lie ac a a ee ee Beare oe | 
tT 19015 1916 1917 OSE sheet WORST 


National Income oO oT Po Mio by Seu’ ES A ee 5 
Total expenditures Coe oe ue ed ext beg: Tt Bao!) 7a 
Tax revenues : Ogi ces Leh : 75 ya a36) |F 
Revenues as F.C. of ; : } ; ; 

expenditures, a/ CPR NER, Yin aa aught 2 i Bia) aes 


al Measured against income creating expenditures in Canada 
(of Dominion and British governments combined) the percentage 
recaptured in taxes would of course be still smaller. 


Source: Deutsch, op. cit.; and Brown Cow 1G. 


The first efforts to raise additional revenue in the fiscal year 
1914-15, took the form of new or increased excise taxes on liquors, wines, to- 
bacco, patent medicines, and perfumes, and a uniform rise in general tariffs 
of 75 per cent and of the British preferential duty of 5 per cent. 


In 1916 a Business Profits War Tax was introduced and made 
retroactive to the beginning of the war. It amounted to 25 per cent of profits 
in excess of 7 per cent for corporations and 10 per cent for individuals and 
parternerships, and was therefore a "high profits" tax rather than a "war 
profits" tax. In the next year the rate was raised to 50 per cent for profits 
in excess of 15 per cent and 75 per cent of profits in excess of 20 per cent. 


In fiscal 1915, a personal income tax was levied for the first 
time in Canadian history. Thetax was regarded as a considerable burden at 
the time, but from a present viewpo:nt the rates were very light. Single 
persons were permitted an exemption of $2,000 and married couples $3,000; the 
normal tax of 4 per cent was paid on the excess up to $100,000; the surtax 
on higher incomes ran up only to 25 per cent. In the following year the 
exemption for married couples was reduced to $2,000 and the rates slightly 
increased. Hven in this last fiscal year of the war, special war taxes raised 
only 18 per cent of total current revenue, hardly more than the personal 
income tax alone in the United States. 


Financial Thought and rolicy 


In terms of the stated objectives of financial policy during 
the present war, the financing of the last war must be considered a 
failure. It did not succeed in calling forth a large scale war effort, it 
did not prevent inflation, it did not avoid postwar disturbances. Our 
analysis so far suggests that the chief reasons for this failure were the 
lack of adequate direct controls, especially in the realm of war production, 
and the lack of an effective tax policy. Why were the necessary measures not 
adopted? 


In the first place, the requisite policies were not under-— 
taken because the three aims of war finance mentioned above, so clearly presented 
in the budget speeches of Finance Minister Ilsley, were never given official 
sanction during the last war. Indeed, such pronouncements as were made 
suggest that both in the govenment and in the financial community the primary 
aim was "business as usual". It would be possible to multiply examples of this 
attitude ad infinitum, but a few should suffice to establish the point. 


To begin with, various statements of Finance Minister Sir 
Thomas White show clearly his desire not to interfere with the normal 
prosperity of business enterprise in any way. In his opinion, the mere fact that 
the country was at war was no reason why the business community should be 
greatly disturbed. Speaking of steps taken at the very beginning of the 
war, Sir Thomas said: 


“Arrangements were made with the Canadian banks to maintain 
liberal credits to their customers in order that general business 
might not be checked. It was also arranged that commercial 
discount rates should not be increased." 
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In his budget message of Feb. 1915, Sir Thomas even rejoices 
that - 


"Business has adjusted itself in . remarkable way to the 
altered conditions .. . notwithstanding the war we are 
experiencing a high degree of prosperity." 


He was apparently not unduly annoyed at the reluctance of 
insurance companies to buy war loans yielding only 5 per cent or 5} per cent. 


"Life insurance and other investment companies desired, and, 
indeed, felt it their duty to invest the trust funds in their 
hands to the best advantage". 1/ 


The "business as usual" policy of the government seems also to have been 
a barrier to effective tax policy. One of the gravest objections to a tax 
on business profits, Sir Thomas wrote, 


"is that it depletes the liquid resources or working capital of 
business and in consequence leads to inevitable bank credit in- 
fiation. 


This despite a trebling of the rate of profits during the war? 
Again, 


"The Income War Tax Act, which was passed by Parliament in 
1917. had been drafted the year before. I had hesitated long 
before introducing it, because, among other reasons which were 
given at that time, we did not desire direct taxation heavier 
in Canada than in the United States. This is a maxim which, 
on account of Canada being 2 country inviting immigration and 
business enterprise, I think should be observed as nearly as 
should be". 2/ 


Yet when the bill was drafted, Canada was at war while the United States 
was not. 


The antipathy to high taxation was shared by the bankers: ( 


'Industrious and well paid men will be disposed to pause 
before subscribing to such wild doctrines as}... the placing 
of all taxation on the well-to-do. ... Probably there was no 
practical means readily available for the prevention of high 
prices under war conditions...." (1a) 


It seems, too, that they resented being called upon to 
make loans to government, at rates which were lower than rates on 
commercial or agricultural loans: 


"To the Canadian banks the Victory Loan meant a genuine 
sacrifice, for they were called upon to facilitate the with- 
drawal of large deposits which it had taken much effort and 
many years to build up. Wo spirit of selfishness, however, 
influenced the bankers, and they lent their aid heartily to 
the task of making the loan a success." 3/ 


"It is impossible as yet to have positive assurance that 

none of our commercial and industrial organizations will be 
handicapped for the want of capital which has been invested 

in domestic war loans. While we are borrowing on a 

tremendous scale, abroad as well as at home, there is a 

certain amount of credit inflation in evidence, the money 

markets are flush for the time being; merchants, manufacturers, 
farmers, etc. have not much difficulty in getting credits as they 
need on satisfactory terms, and business activity is accelerated. 


1/ Sir Thomas White, The Story of Canada's War Finance, (1921) 
= Se eS re pi ae 


2/ Op. cit. p» 54. 

(la) J.L. Payne, "The New Economy" Journal of the Canadian Bankers" 
Association, Vol. XXV, Oct. 1916 — Jvly 1919 p. 1e7. 

3/ Ross, History of the Canadian Bank of Commerce, p. 355. 
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But if the transient balances, which have created the appearance of opulence 
are soon exhausted or drawn down to small dimensions, the asnect of the money 
market may change, and then it is possible that the business community may feel 
the effects of absorption of $160 millions or so in government bonds". a 


This fear that government demands for credit might interfere 
with the normal business of the banks and their clients illustrates not only 
the prevailing attitude of the time, but also the general lack of understanding 
of financial processes. Under conditions in which reserves could be built up as 
easily as was the case évring the last war, government borrowing constituted 
no real competition with borrowing of private enterprise, and the net effect 
would inevitably be a rise rather than a fall in total deposits. It is 
true that deposits tended to fall after each loan campaign, which suggests 
either that governnent deposits were not included in the total figure or that 
many people paid for their bonds with cash. In either case, the expenditure by 
the government of the revenue from the loans would very soon restore the level 
of deposits. e/ 


One of the frankest statements of the "business as usual" 
attitude of the bankers is the following:-— 


"It was the fixed policy of the Canadian Bankers! Association 
to avoid any steps that would operate to the detriment and 
inconvenience of the commercial and industrial life of the 
community, and in this they had the good example of the 
British banks.. While the financial men of the English 
speaking world were straining every effort to devise plans 
which would enable commerce to be carried on with some slight 
approximation to the rather decentive motto, ‘business as 
usual! the average individual was frankly in a state of 
panic. ... Throughout the war the dividend paid to the share-— 
holders remained at ten per cent., with a semi-annual bonus 
of one per cent, the rate adopted, as already mentioned, in 
the latter half of 1912. 3/ 


Apart from this lack of determination to gear the productive 
and financial organization to war requirements, the chief obstacle to an 
adeaquate economic policy was lack of understanding in government and financial 
circles of the fiscal process. Misunderstanding took four main forms: An 
identification of credit extension with saving, an identification of credit or 
bank deposits with real wealth, belief that taxes tend to raise prices, and the 
facile explanation of price inflation in terms of uncontrollable “outside forces" 


One of the clearest examples of the first misconception is a 
statement of the Finance Minister. Speaking of the educational value of the 
early war loans, Sir Thomas wrote: 


"They made us understand more clearly than could have been done in 
any other way the dependence of production and commerce upon credit, 
that is to say, upon national savings" 4/ 


Again, speaking of the $1,700 million raised in the three Victory Loans; 


"That this astounding sum, which was almost twice the amount of 
all deposits in all the chartered banks before the war, should 
have been made available for the purposes of the Government from 
the savings of the people of Canada was probably as surprising to 
ourselves as to the outside world". 5/ 


Far from being concerned by the inflationary expansion of the 
money supply, Sir Thomas seems to have regarded it as evidence of increasing 
prosperity and production. Speaking of the war-time prosperity of the United 


1/ Editorial in the Journal of the Canadian Bankers! Association, October 
TeOLG. tek a ok 

2/ Ross seems to have noticed this process, without quite understanding it: 

~ Not course", he writes, "the deposits of the banks were depleted (by the 
war loan campaign) for the time being, but it was surprising to note in how 
short a time the money came back to them again". Op. cit. p. 341. 

Op. "cit. pp 3l2, > 320, 365. 

Or On wee. cos 

Op. cit., ‘pp. 58-9 
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States and of gold shipments to that country, ho lanents: 


"It constituted an impressive part of that tide of wealth which 
from the beginning of the war flowed in ever-increasing streans 
into the coffers of the Great “epublic. The money made by the 
people of that nation during the war is beyond calculation. Their 
bank deposits alone increased by ten billions", 1/ 


This identification of money with wealth was common in the 
banking community, where it is perhaps somewhat more understandable: 


"The year 1916, though one of fluctuating fortunes in the theatre 

of war, will remain memorable in the annals of Canadian commerce 

and finance, because the great increase in Canadian exports set the 
tide of wealth flowing to this country in unprecedented volune. 

The era of rising prices, high wages, and production on a large and 
organized scale, in which capital was the necessary factor, had defi-~ 
nitely set in. It may rightly be said that Canada for the first time 
since Confederation began to realize her full powers". And later, 
"The prosperity of the country at this time was clearly shown by 

the fact that in spite of the enormous sums subscribed to the 
Victory Loan of the previous year, the savings deposits of the 

banks were higher in the autumn of 1918 than they had been twelve 
months previously." 2 


This failure to realize that an increase in the quantity of 
money need not imply an equivalent increase in the supply of goods, and 
that an increase in bank deposits is no proof that consumption has been 
reduced but is more likely an indication of the reverse, blinded financial 
officers to the relationship between monetary expansion and price inflation. 
This blind spot, in turn, led to the widespread acceptance of the"outside influ~ 
ence" explanation of the price rise. One distinguished banker wrote as 
follows: — 


"Now that. the war is over it can be seen that there was no inflation in 
the currency as such, but merely that the larger use of currency which 
accompanies an increase in the volume of commodities and prices; and now 
that such expansion of trade has disappeared a contraction of our currency 
has followed without any disturbance whatever". ey 


To the Canadian Bank of Commerce, the rise in the price level 
was related to banking operations only because of the concomitant rise in 
the cost of living, which raised problems for bank employees on fixed salaries. 


"In 1916 the staff problem had reached an acute stage... 

The increase in cast of living had by this time reached serious 
proportions, and was destined to be an increasingly burdensome 
problem for some time to come. In September the managers were 
asked to make enquiries as to the cost of board and lodging and 
as to the rentals paid by officers of the bank stationed at 
their branches. In December a general bonus was authorized, but 
the staff was warned that economy must be practised by all. 


And later, "The cost of living, as it affected the members of 
the staff in all its aspects, food, wearing apparel and rentals, 
gave the management much concern during 1917. In January it 

was decided to grant war allowances as from February 1, that 
year, to married officers with salaries not exceeding $4,000 

per year" ... "During 1916, on account of the extreme height 

to which the cost of living had risen, a general bonus was 

twice granted to the staff, one in June and one in December", 4/ 


With such complete lack of guidance -— and even misguidance —— 
from their financial leaders, it is no wonder that business men, journalists, 
and the general public were in hopeless confusion on the matter of the price 
rise and war finance. The Canadian Annual Review for 1918 carries a brief 
article by the editors on "The Canadian Banks and the Yar", a telling extract 


/ Ops.citen pe lat 

/ Ross, op. cit. pp. 341, 371/2 Sir Edmund Walker, "Canadian Banking", 1923. 
/ Sir Edmund Walker, "Canadian Banking", 1923. 

/ Ross, op. cit. pp. 341, 371. 
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from which follows: 


"No interest at this time affected so many people, individually, 

as did the Banks and no combination of interests or individuals 

was more concerned in war conditions and results, or as it 

turhed out, more patriotic in policy than the Banks. To say 

that they were well managed is a trite expression; the mere 

fact that no wave of suspicion or unrest ever reached the doors 

of a Canadian bank in 44 years of war is sufficient proof; the 
popular confidence was shown in the increase of public deposits 

from a total of $1,012,739,990 on December 31, 1914 to $1,565,419, 88 
on December 31, 1918". 1/ ‘ 


Immediately following this touching tribute is another editorial called 
"The Problem of Prices in Canada", which begins thus: 


"The increase in prices which the people had to face in these years 
was, on the whole, unavoidable. There was profiteering, of course, 
but it was largely a result, not a basic cause, of the’ general 
condition. As the official Report of the Canada Food Board put it 
late in 1918: 'The main cause of the tremendous rise in prices 
was increasing scarcity of supplies available to the Allied nations, 
and the wild bidding that occurred for these when each country was 
competing separately for supplies." 2/ 


The writer goes on to observe that in 1915 the Allied 
governments pooled their buying, but does not observe that despite this fact 
pricesrse faster than ever. 


The "Outside influence" doctrine has survived to the present 
day. F.H. Brown, for example, maintains that? 


"the upward swing of commodity prices came from forces external to 
Canada rather than within. .. Canadian war finance could not be 
held responsible in any degree worth mentioning for the rise in 
prices", 3/ 


Unquestionably, rising prices in the markets where Canada bought and sold 
made the problem of price control more serious. Nevertheless, internal 
prices depend upon the relationship between the domestic supply of goods 

and the internal flow of purchasing power, and both are subject to regulation, 
as experience in this war shows. One of the clearest statements of the 
relation of inflation in the first war to internal financial policy on the 
one hand and to “outside influence" on the other has been given by Professor 
Deutsch: 


"It should be emphasized that the rise in export prices which 
facilitated the rapid shift from investment to export activity 

was closely related to the Government's inflationary programme 

and was only vartly due to purely external influences. Almost 

40 per cent of the total increase in value of exports during 
1915-18 over the immediate pre-war level was initially paid for 
with money raised in Canada and lent to Great Britain - about one 
half as net advances and the other half as offsets to British loans 
for Canadian military expenditures incurred overseas. . . It is 
clear that war-time price inflation in Canada was more the result 
of domestic policies than the result of forces operating abroad". 4/ 


We are now facing again the problem created by rising prices 
in the United States. The problem may well continue throughout the war and 
postwar periods. It is highly important, therefore, to recognize at once the 
seriousness of tne difficulties such external price rises create, and the 
possibility of cushioning our own economy against them by proper policy. 


Perhaps the best iliustration of the confusion with respect 
to tax policy is the following statement of the Finance Minister's: 


1/ Canadian Annual Review, 1918, 5.569 
2/ Toid, ps» 571 

a Op. cit. pp. 34-35. 

U/ Op. cit. pp. 533-34. 
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"There is no doubt in my mind that the taxation of business profits in 
England, United States and Canada has much to do with increased prices 
of commodities. Taxation always tends to transfer itself to the 
consuning public, no matter what its immediate incidence may be. 

Another and perhaps the gravest objection to the tax is that it depletes 
the liquid resources and working capital of business and in consequence 
leads to inevitable bank credit inflation". 1/ 


He apparently did not believe that similar evils were attached to taxes on 
inports. On the contrary, he seened pleased with what he regarded as the 
consequence of the tariff increases at the beginning of the wart 


"The result of this customs!increase was to almost immediately increase 
the national revenue and greatly stimulate business throughout Canada. 
It made us more self-contained, encouraged production, both on farm 
and factory, and assisted in conserving our gold reserves..." 2/ 


Having no conception of the importance of tax collections as a device for 
reducing consumer purchasing power and thereby maintaining the price level, 
Sir Thomas was in no mood to annoy the business community or the electorate 
by heavy increases in taxes} 


"It has been suggested that we should have levied heavier taxation at 
the beginning of the war. The effect of this would undoubtedly have 
been to increase the business depression and probably, through public 
ae materially affect the extent of our participation in the 
war." 3 


It is scarcely surprising that the general public displayed even 
more economic illiteracy than its leaders. The naivete with respect to 
financial matters was so marked as to impress even Sir Thomas White. He notes 
a few outstanding cases: 


"As illustrating the lack of knowledge in these early days as to the 
precise nature of a Government loan, I conclude with the story of a 
staunch Conservative yoeman, who had attained the dignity of a 
reeveship, who wrote me somewhat as follows: 'I notice that the 
Government is going to make a public loan of fifty million dollars. 
In my opinion this is the best move the Government has yet made. 
The people here will take all the money you can lend us and if you 
choose me to do the distributing I will rantee that no Grit will 
ever be elected in this constituenty™, i) 


Speaking of the later Victory Loan campaigns: 


“Bonds were unknown to the greater part of the Canadian public when 
these campaigns began. Some worthy women believed that in subs- 
eribing to a Victory Loan they were giving their money gratis to 
the Government as a patriotic contribution towards the expenditure 
of the war .... I remember the case of a woman who subscribed for 
and received a one-thousand dollar Victory Bond with coupons attached. 
She did not know it had any value but looked upon it as an official 
receipt for her contribution of one thousand dollars to the 
Government for war purposes. She had it framed and hung up in her 
parlour and was surprised beyond measure when she found out it 
was one thousand dollars and would yield her fifty-five dollars a year 
in interest. Another case which came to my attention was that of 
aman who wrote the Department asking for a cheque for interest due 
upon his bond. He said that he understood it could not de paid until 
the appropriate coupon was destroyed and that he had destroyed it by 
burning in his stove". 5/ 


White also remarks upon a more understandable confusions 


"At one time during the year (1917) there was agitation for what 

was called the ‘conscription of wealth!. This was taken by some 

to mean the confiscation of deposits in our chartered banks, and 

in consequence of the publicity given to the expression there were 
‘runs! in certain parts of Canada. So serious did the matter become 


i/ Sir Thomas White, op. cit. 
2/ Sir Thomas White, op. cit. 
Y Op. eft. p.i22 

Op. cit. p. 29 
5/ Op. cit pp. 65-66. 
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thav I was obliged to make a statement in the House of Commons 
that so far from intending to confiscate deposits, the Government's 
policy was to promote and foster national savings". 1 


It is interesting to note that in comaenting upon the simple nature of the 
Canadian public, Sir Thomas once again reveals his own fallacious identification 
of bank deposits with savings. 


With such universal lack of understanding of the financial pro- 
cess, surely there must have been complete lack of guidance from professional 
economists as well? Unquestionably, economists have a more complete grasp of 
fiscal problems now than they did a generation ago, and sone highly useful 
new tools of analysis have been developed. Nevertheless, it remains true that 
at least some Canadian economists know what was going on during the last war and 
issued warnings against it. Professor Stephen Leacock, for example, pointed 
out to the bankers in their own Journal the dangers of confusing money with 
wealth: 


"Tt is a bold, if not an insulting remark to make in a Bankers! 
Journal, that the fallacy is nne to which bankers are from the 
nature of their occupation peculiarly liable". 2/ 


W.C. Clark, then Professor of Economics at Queen's University, and now 
happily, Deputy Minister of Finance, gave in the same Journal a perfectly 
clear-cut analysis of the price rise in terms of the Fisher equation. 


"Undoubtedly in all the warring countries the growing abundance of 
money and credit has been an ever more important cause of high 
prices than the decreasing supply of goods. .. In Canada we find a 
general reluctance to believe that inflation has had anything to do 
with the abnormal rise in prices. The above-mentioned causes 
acting on goods are held to be reason enough for the advance, and 
the admittedly abnormal increase in the various forms of currency is 
regarded as effect rather than cause." 3 


An astute observation mede during the war by Dr. Adam Shortt 
is worthy of quotation: 


“While the capital is being invested the stimulus to trade and 
industry is just as great from the enterprise doomed to failure 
as from one destined to success. So in the case of the expenditure 
on war. The prosperity due to the disbursement of large war loans 
is as beneficial to the trade and industry of the country, while 
the expenditure continues, as if it were made with the most certain 
prospect of ample return on the funds expended. Only after the war 
expenditure is completed and no economic returns are forthcoming 
to replace the wealth destroyed do the unfortunate consequences make 
themselves felt, in the absence of replacement of the capital 
expended, with which to meet the next stage of capital production." 4/ 


W.A. Mackintosh, then Professor of Economics at Brandon 
College, later also of Queen's, and now —- fortunately for the nation — 
Special Assistant to the Deputy Minister of Finance, was equally clear on 
the question of the price rise. 5/ While stressing the complexity of factors 
determining individual prices and pleading for more information as a basis 
for price control, he stated bluntly that "The reason prices doubled during 
the war was (monetary) inflation". In view of Dr. Mackintosh's present 
position and the impressive coterie of professional economists who now sur- 
round him in his own and other Ottawa Departments, his observation on the role 


1/°@p. Cit.v. 55 

2/ gurnal of the Canadian Bankers! “ssociation, Vol. XXIV, p. 302 
3/ Ibid. Yol. XXv p. 12 
4/ Op. cit. p. 15 

5/ "Hconomics, Prices, and War", op. cit. 
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of economists in the last war ie of interest: 


"With few exceptions, they (the War Boards) asked and received but 
little aid from Canadian economists. Too often the advice offered 
was in the nature of a sermon on the danger of tampering with 
economic laws, when what was desired was 'practical advice! ", 


Conclusion 


Since our concern is with postwar economic policy, this 
analysis of the relationship of wartime policy and wartime economic developments 
may seem unduly laboured. It teaches us, however, two lessons of great 
importance to postwar policy. One of these lessons is 'general', the other 
‘specific! %, 


The ‘general’ lesson to be learned from the foregoing story 
has been mentioned in our introductory section. If our economy is to be 
kept stable after the war, it is essential that all people and groups have 
some understanding of the basic economic principles which must underlie 
policy formation, as well as a clear concept of the true nature of the postwar 
problem. Experience during the last war makes it all too plain that 
limitation of knowledge about economic principles and problems to the profes- 
sional economist can lead to disastrous economic policy. Last time we mud+ 
dled through in spite of the confusion in the economic sphere; but last 
time the war effort generated only 10 per cent of our national income. This 
time the war effort is responsible for half our national income, and failure 
to adopt suitable postwar policies may destroy our economic system forever. 


The 'specific! lesson to be derived from our study of the 
first world war is the need for a united front in the fiscal and monetary 
sphere if inflation is to be avoided. Since inflation is a problem even more 
pressing in postwar booms than in wars themselves, anything that can be 
learned in this field is of direct relevance to the formulation of postwar 
economic policy. The failure of war finance in World War I to achieve the 
financial objectives of World War II, demonstrates the effectiveness of a rigo- 
rous tax policy combined with direct controls of prices, wages and production. 
It tells us in terms that cannot possibly be misinterpreted that until the 
threat of post-war inflation has completely disappeared, these direct controls 
and this tax policy must be retained. Otherwise — the volcano. 


i In all fairness, it must be said that financial misnanagement 
in Canada during the first world war was scarcely worse than it was in England 
or in the United States. The American inflation was almost as bad as Canada's, 
the English inflation was somewhat more severe. The level of understanding 
of fiscal problems and policies seems to have been no higher in the United 
States, and not so very much higher in England. On the other hand, American 
war expenditures surpassed 30 per cent and English war expenditures 40 per 
cent, of the respective national incomes; the financial problem was clearly 
much less pressing in Canada. In any case, while misery loves company, it 
will be small comfort if other countries than ourselves adopt disastrous 
economic policies after this war. In War II Canada has provided a model 
of wartime financial policies which is the envy of experts throughout the 
United Nations. There is no reason why she can not do the same in the 
postwar era. 


III, THE "BREATHING SPELL" NOVEMBER 1916 - SUMMER 1919 


The economic picture for the six months following the 
Armistice was one of hesitation and confusion. The variations among prices, 
production, and employment in different parts of the economic system were 
so pronounced that the period is difficult to characterize by any single 
label. However, it is better described as "recession" than by any 
other term afi the jargon of the business cycle theorist. The index of 
physical volume of business (seasonally adjusted) fell from 72.4 in January 
to 66.2 in June of 1919. 


Production and Employment 1/ 


Industrial production declined from a (seasonally adjusted) 
index of 65.4 in January to 59.8 in June. The most severe setbacks occurred 
in those fields where prior expansion was most directly related to the 
prosecution of the war. The number of men in the armed forces dwindles with 
astonishing rapidity. By the middle of 1919, demobilisation was well-nigh 
completed, and it was entirely finished by the end of that year. Employment 
in munitions factories shran': from over 40,000 to under 1,000 in the two 
months after hostilities ceased, and employment in manufacturing of explosives 
dropped from 3,000 to 500 in about six months. The index of flour pro- 
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duction for one large company fell from 134 to 15 in the first two months 
of 1919 and output of all companies shows considerable contraction, 
eepecially if corn flour is included. Output of pulp, and paper, chemicals, 
coal, iron and steel also showed rapid contraction. Employment in the 
manufacture and repair of railroad cars, in bridge construction, in pro- 
duction of boilers, engines, and tanks, all exhibit significant reductions. 
Hog and cattle slaughtering and output of electrical apparatus and supplies, 
sugar and cotton goods declined moderately. 


Yet some fields of activity registered gains over the same 
period. The construction industry was particularly prosperous. In the 
six months after the Armistice, the value of contracts awarded was more 
than twice as high (68 million) than in the same period of the previous 
year ($29 million). Total construction reached a value of $190 million 
for 1919, compared to $99 million in 1918. The estimated cost of building 
permits in 35 major cities increased from $37 million to $77 million in 
the same period. From January to July 1919, value of building permits 
soared from $1.3 to $9.8 million. Residential building was dominant fact 


this expansion, growing from $15 million in 1918 to $47 million in 1919 i 


oe in 
The infant automobile industry proved very healthy in these 
months, employment increasing from 5,362 in 1918 to 6,771 in y919 and 
value of production rising from $67 million to $81 million. 2/" two-thirds 
of the expansion during 1919 took place between January and June. Pro- 
duction of pneumatic casings shows a sympathetic rise. Employment in the 
shipyards grew until March, and employment in transportation showed marked 
gains. Lead production rose from 1400 tons in January to 1900 tons in 
July. Coke production grew from 130,000 to 140,000 tons in the same period. 
Production of rubber goods, cotton goods, clothing, boots and shoes, the 
number of telephones in use, cigars and cigarettes released for consumption, 
and department store sales all increased, suggesting that consumer spending 
was well maintained throughout the period. Newsprint production was 
virtually constant. 


The net result of these diverse movements was a slight 
shrinkage of output of consumers! goods, somewhat greater declines in 
output of producers! goods and in business activity. The number of wage 
earners in manufacturing fell 4 per cent, from 522,000 to 500,000 between 
July 1916 and July 1919. Trade union unemployment was only 5.2 per cent 
at its peak in February 1919, and had been cut in half by June. 


Foreign Trade a 


Foreign trade nautrally followed developments in production 
and employment very closely, and was indeed a factor in those developments. 
Total value of exports fell precepitously from November to May, with war 
materials and supplies weighing most heavily in the collapse. Explosives, 
cartridges, shells and other munitions, nickel, lead, zine and copper suffered 
the greatest losses, but exports of wheat, butter and cheese and wood products 
also diminished. On the other hand, physical exports rose in March 
and April, and exports of automobiles and parts soared to unprecedented 
heights in 1919. Exports of asbestos rose from January to March, fell in 
April, went up again in May. Bacon exports moved upwards from October 
of 1918 to July of 1919, while printing paper and raw wool also displayed 
noticeable strength. Canned salmon exports nearly trebled from January to 
March, declined until September. 


1/ Figures from The Financial Post Survey, 1926 
| The Financial Post Survey, 1926 


x Sources: as above 
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Iuports fell less than exports. Coal, bauxite, raw cotton, and 
wool imports dropped off sharply, but imports of crude petroleum, 
raw rubber, sugar and silk, increased. While trade remained favourable 
and the balance for the year as a whole was higher than in 1918, 
nevertheless the active balance was drastically cut between the autumn 
of 1918 and the summer of 1919. 


, xx 
Prices 


The movements of prices show as many disparities as do fluctua-— 
tions of other economic indices. The indéx of wholesale prices fell 
woderately, but average prices of consumers! goods were quite stable 
and retail prices rose slightly. Prices of producers! goods declined 
very little, and the same is true of the index of prices of raw 
and semi-finished materials. Farm prices drOpped from March to May, 
recovered throughout the rest of the year. Prices of fully and 
chiefly manufactured goods were weak. The trend in cost of living 
was steeply upwards, but the index fell in February and March. Wage 
rates no longer lagged but rose faster than living costs in this 
period. Prices of steel, tin, copper suffered serious losses. Butter 
and cheese prices declined during the spring and summer months, but 
resumed a sharp upwards trend in the fall. The price of hides soared 
upwards until August, plunged -just as precipitously after September. 
Wheat prices were stabilised, but were reduced after August as govern 
ment marketing was undertaken. 


These somewhat random observations may serve to give a picture 
of the unsettled conditions that prevailed during the "breathing spell", 
The difference among movements of various economic series is more 
striking than their similarities, and certain of them show violent 
fluctuations indeed. Yet it is undeniable that the wartime pros- 
perity was interrupted, and that business conditions as a whole de- 
teriorated. 


Causes of the Recession. 


What were the factors which made the months following the 
Armistice a period of recession on balance? 


Most obvious, the cessation of hostilities created an aura of 
uncertainty, unrelieved by any comforting policy statements from Ottawa, 
which made exporters, financiers, industrialists, and business men in 
seneral’ reluctant to embark on any new venture or to bind themselves 
to new contracts. The sudden and sharp contraction of demand for war 
materials and supplies and the subsequent shrinkage in the export surplus 
were no doubt the factors most directly responsible for this hesitancy 
and for the actual declines in income and employment. The rapidity 
of the demobilisation, despite soldiers! allowance, no doubt resulted 
in temporary unemployment, reduced incomes expendable by men formerly 
in the armed forces, and discontent. An incidental factor, quite apart 
from the disruption of the foreign market, was the relatively low wheat 
yields of 19]8 and 1919, which meant lower incomes for some farmers. 


Secondly, monetary expansion was arrested, at least for the time 
being. The total supply of money, including bank deposits and note 
circulation, fell from October to March, Current loans — where reaction 
lagged somewhat behind business changes--dropped about 9 per cent 
from May to August 1919. Oall Loans ~ which usually anticipate specu- 
lative uncertainty ~ also experienced a drop in January and February 
1919, but increased the following month. General common stock prices - 
after slight hesitation immediately after the war — resumed their up- 
ward trend, advancing over 9 per cent in the first five months of 1919. 
Industrials and bank stocks were strong, but utilities fell off. The 
banks increased their holdings of non-governmental securities somewhat, 
but liquidated substantial amounts of their holdings of governments. 

On the whole, the influence of banking and monetary policy in these 
months was deflationary. 


The same may be said of fiscal policy, despite the rise in the 
Ceficit from $389 million in fiscal 1918 to $414 million in fiscal 
1919. In the first place, while government expendituresfor the fiscal 
year as a whole were higher than in the previous year, they declined during 
the months just after the Armistice. In the second place, there was 
a significant change in 


xx Sources Prices and Price Indexes 1913-1940, D.B.S. 1942 
Original Monthly Statistics — D.B.S, 1934 


and Charts. 
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the composition of government spending. Capital éxpenditure and invest- 
ments were cut from $128 million in fiscal 1918 to $47 million in fiscal 

1919, shape | ordinary expenditures were enlarged from $17g million to $233 
million. —/ Moreover, while "war expenditure® continued upwards, less of 

it was for arms and munitions and more of it for soldier resettlement, 
pensions, pay and allowances, and so forth. This change in the nature of 
government spending may not have diminished its secondary effects through 
consumer spending ("nultipliert effects) but may very well have reduced 

its secondary effects through induced private investment ("relation effects). 


Finally, although tax collections rose less than outlays, the 
tax structure was changed in a manner which may have discouraged private 
enterprise. The personal income tax imposed in 1917 was highly unpopular, 
as we have seen. Rates were raised in 1918, and 1919 was the fiscal year in 
which collections of any importance were made. Revenue from the income 
tax amounted to $9.3 million in that year and to $20.3 million in fiscal 
1920. Similarly, the business war profits tax was revised in 1917, a 
graduate rate progressing up to 75% replacing the previous rate of 25%, 
and the size of firm exempted from the tax reduced from those with 
capitalization less than $50 million to those with capitalization of less 
than $25 million. The yield of the tax rose from $21 million in fiscal 
1918 to $33 million in fiscal 1919 and $44 million in fiscal 1920. Customs 
duties produced $144 million of revenue in 1918, but only $3 million 
more in the following year, and the yield of excise taxes also rose only 
$3 million from 1918 to 1919. In the latter year rates on imports of 
agricultural implements were actually cut, while the 5 per cent preferential 
duty on British goods and the 74 ver cent levy on other goods, which had 
been imposed as war measures, were repealed. Thus the burden of taxation 
was partially shifted from the consumer to the business men or investor; 
and ee) can be little doubt that business men and investors were aware 
Ofatt.. & 


Possibly of greater importance than Canadian fiscal policy was 
the sharp reduction of British expenditure in Canada. The cost of munitions 
urchased by the Imperial Munitions Board had already fallen from 
$388 million in 1917 to $261 million in 1918, and of course dropped to an 
insignificant figure covering the few contracts not cancelled in 1919. 
Moreover, some three-quarters of the contracts placed by the United States 
for Canadian shells, which reached a total of $140 million, were cancelled 
in November 1918, 


The growing strength of the trade unions may have contributed 
to the general uncertainty in the business community. Trade union member— 
ship grew 50 per cent from the end of 1918 to the end of 1919, and the 
time lost through strikes soared to unprecedented heights during the latter 
. year. 


The simple fact that the end of the war coincided with a whole 
constellation of seasonal declines must not be overlooked. Even the 
reduction of total money supply was to no small degree a seasonal pheno— 
menon. Similarly, while department store and mail order sales showed 
upward trends for the whole period, there was nevertheless 2 seasonal 
decline in the early months of 1919. We have emphasized the general strength 
of the construction industry in the period, but from November of L918 to 
March of 1919 cost of construction undertaken and employment in residential 
building suffered a seasonal relapse. The decline in flour production is 
much more marked when the seasonal factor is included than when it is 
eliminated, and the same is true for coal and lead, and for experts of 
copper, zinc, nickel and cheese. The trend of employment in meat packing 
and slaughtering was upwards, the seasonal movement downwards. Even in 
the automobile industry employment fell from Novenber 1918 to January 1919. 
Farm prices moved along an upwards trend, but fell in February and March. 
Despite definite strength over the whole year, butter prices fell from 
April through Jun® and cheese prices from May through August. And so it went; 


1/ Figures from The Financial Post Survey and J.S. Prentico, Op. Clb. 
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there were always enough factors undergoing temporary declines to prevent 
prices, production and employment as a whole from moving upwards. 


The Canadian economy was very shakily balanced during this period, 
ready to respond violently to a firm push in either direction. There were 
enough deflationary forces to have caused the economic system to collapse in 
the Abyss of Depression, had any more pressure developed in that direction. 
As it happened, the strongest push came from the other side, and the economy 
tumbled into the volcano of Inflation instead. 


Government Attention to Reconstruction and Resestablishment. 


That the government of the day was not altogether unmindful of 
problems which might beset Canada's economy after the war is evidenced by the 
establishment in October 1917 of a Reconstruction and Development Committee 
to deal specifically with these problems. Definite plans were made for re- 
establishment of returned men. For example, questionnaires were sent to all 
soldiers overseas to ascertain the probable distribution of returning men by 
trades and territorial areas. But details concerning plans which may have 
been made for industrial, agricultural and general readjustments to peace- 
time economy in Canada are indefinite and obscure. Indeed, it is possible that 
such plans were considered relatively unimportant; it may have been hoped that 
economic readjustments would be effected automatically, in response to 
reconstruction needs abroad and consequent development of international trade. 


When the Great War ended Canada had about 375,000 soldiers on 
strength, of whom around 300,000 were Overseas. As a result of the question- 
auire completed by all men overseas, those in charge of re-establishment had 
a fairly good working estimate by March 1919 concerning the occupations and 
districts these returned nen would normally prefer. Through cooperation 
between the provincial governments and the Department of Labour a chain of 
employment offices was rapidly extended, and by June 1920, when this branch 
was demobilized, the actual number of men placed totalled 109,493. As we 
have seen demobilization was actively effected in the first half of 1919, and 
practically completed by the fall of that year. Towards the close of 1919 
it bacame apparent that re-establishment was not a complete success, and 
special unemployment relief of almost $5,000,000 was expended during the 
winter of 1919-20. The following winter this special relief expenditure had 
been reduced to $1,500,000. 


assistance was also given to returned men towards vocational 
training and completion of university courses, and to soldiers wishing to 
settle on farms. Loans for the latter purpose had reached about $82,000,000 
by March 31, 1921. Pension payments were naturally heavy, for the war had 
cost Canada over 56,000 lives and about 150,000 wounded. The percentage of 
permanently disabled men was high. Cost of pensions to March el, 1921 was 
about $91,000,000. Aggregate re-establishment costs for returned men to March 
31, 1921 totalled approximately $443,000,000, including $164,000,000 for 
gratuities upon demobilization, $102,000,000, for re-establishment, 
3 2,800,000 for transportation of dependents, and the foregoing amounts for 
yensions and farm loans. 


Some effort was also made from the employers'end. In the latter 
part of 1918, the Chairman of the Imperial Munitions Board wrote the 
following letter and attached questions to manufacturers of munitions:-— 


Imperial Munitions Board 
Ottawa, October 24/18. 


Dear Sir,-With a view to determining what classes of work could 

be carried on most advantageously by manufacturers at present producing 
munitions, we desire to compile certain data which may be of use 

to the organization which may be set up by the Government of Canada for 
dealing with the problems incident to the close of hostilities, whether 
this event be in the near or distant future. 


We would be grateful to receive from you answers to the attached ques- 
tionnaire, with such added information as you may consider may be of 
service. We appreciate that in some cases these answers must by 
necessity be approximations. 


If the manufacturers having contract relations with the Board to whom 
this communication is addressed extend to us their confidence in 
supplying the information desired, care will be taken 
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to treat the information as confidential. 


Upon receipt of the replies we will tabulate the particulars 
without names and will hand them over to the Government authorities 
here. ater, if the Board is asked for details in particular, we 
will communicate with the manufacturers before supplying then. 


Yeurs faithfully, 


(Signed) J. Flavelle, 
Chairman. 


i. How many men have you now employed on purely munitions work? and how 
many women? 


ea What percentage of your present complete turnover does your munitions 
business represent? 


3. What percentage of your complete personnel do those employed on munitions 
represent? 


4, What are the staple lines which previous to the war represented 
the larger part of your Company's turnover? 


Be Have you previously done export business to any appreciable precentage 
of your turnover? If so what percentage? 


6. With what countries did you do this export business? 


Te If you have not actually exported goods, have you at any time inves-— 
tigated into the possibilities of exporting articles such as you manu- 
factured prior to the war? If so, what were the results of such investiga— 
tions? What action do you consider it would be desirable to take to secure 
such export business? 


8. Have you formulated any plan for the use of your munitions equipment, 

or for otherwise adding to your lines at the conclusion of the war? If you are 
warranted in doing so, we will appreciate being advised what such plans 
contemplate." i} 


The emphasis on the exvort market is worthy of note, indécating 
as it does that hopes for readjustment lay primarily in that direction. 
Unfortunately, no record appears to be available concerning the replies 
which may have been received. In any case, no Government organization appears 
to have been actually set up to analyse and direct industrial and trade 
adjustments in Canada. 


1/ “David Carnegie, The History of Munitions Supply in Canada, 1914-1918, 
Longmane 1925, p. 278. 
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IV. POSTWAR BOOM: SUMMER 1919-SPRING 1920 


The boom which began in the summer of 1919 was shortlived. Most 
industries suffered a downturn in the early months of 1920, and by fall 
deflation was general. The boom was characterized by accelerated price infla- 
tion, a high level of employment, expansion of industrial production and 
physical volume of business, and a rise in imports which exceeded the rise 
an exports. 


Prices and Incomes 


Since price movements and the concomitant changes in incomes were the 
dominant feature of the upswing, we begin our description with them. The 
index of wholesale prices adjusted for seasnnal fluctuations climbed fron eas 
nadir of 126.2 in March 1919 to an apex of 164.3 in May of 1920. The unad- ‘ 
justed figures show a slightly greater rise in prices, with the same turning 
points. While prices of consumers! goods show a determined upwards thrust thr- 
oughout the whole period from the beginning of the war to July of 1920, poet / 
rise was most rapid from February 1919 to July 1920. In those seventeen 
months they rose 53 points, somewhat more than wholesale prices in general. 
Producers! goods prices followed the general level more closely, increasing 
fron 138 in April 1919 to 182 in May 1920, but rose less rapidly than the average 
in the earlier months, and more rapidly later. 


There is some suggestion of readjustment of relative prices during 
the postwar inflation. Prices of raw and partly manufactured goods made up 
their wartime lag behind prices of fully and chiefly manufactured goods. The 
former went up from 130 in February 1919 to 182 in May 1920, the latter from 
138 in July 1919 to 183 in July 1920. Farm prices lost some of the relative 
gains of the war period, climbing only from 134 in March 1919 to 178 in May 
1920. Cost of living leaped from 131.5 in March 1919 to 185 in June 1920, 
narrowing the gap between this and other general indices. The suggestion is 
borne out by movements of particular prices. For example, in contrast to 
their wartime behaviour, prices of butter, hides, and paper sulphite rose 
more than the average, while prices of tin, copper, and wool rose less than 
the average. When controls of wheat prices were removed in July 1920, they 
jumped from 132 to 170, leaving wheat prices with a somewhat smaller increase 
over the war and eh heed inflationary period as a whole than was shown for 
prices in general.1/ On the other hand, prices of steel and linseed oil again 
rose more, and prices of retail foods in most centres again rose less than 
the average. — 


Se 


Data for annual averages provide additional support for thesis than 
the postwar boom was a period of partial readjustment of relative prices. 
Hor example, prices of wood and wood products, which had lagged considerably 
during the war, rose rapidly afterwards, with the net Shes that in 1920 
their index was almost exactly equal to the general index.2 Conversely, the 
price rise of iron and steel products slowed down so that in 1920 they too, 
were almost exactly equal to the general index. The spreads between the 
general wholesale price level and prices of non-metallic minerals, fibres 
and textiles, farm products, consumers! goods in general and foods, beverages 
and tobacco in particular, building and construction materials, were all 
diminished. The margin between raw and partly manufactured goods of marine 
origin and the corresponding fully and chiefly manufactured goods was also cut 
down. However, prices of field and vegetable products were still further 
above, and price of animal products and chemicals still further below, the 
,eneral average. 


Similar adjustments took place in wage rates. Wages in general 
caught up with and passed the cost of living, narrowing the gap between 
wages and wholesale prices. Salaries and wages rose fron 54.6 per cent of 
national income payments in 1919 to 57% in 1920 3/ 


i/ Of course, by this time deflationary forces were already gathering con- 


siderable strength. Otherwise, it is possible that wheat prices might 
have risen further. 

2/ 1913 = 100. 

3/ Investment income also rose slightly, from 9.6 per cent in 1919 to 10.7 
per cent in 1920. UEntrepreneurial withdrawals remained virtually constant 
at 30 per cent. The decline came in “no pay allowances" and "other labour 
income and direct relief." Thus the relative position of labour as a whole 
for other income. Source: D.B.S. Bank Debits to Individual Accounts, 
April, 1943. 
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Wages of steel workers rose rather less than 25 per cent and wages of 
"common steel and coal workers" only about 25 per cent, considernbly less 
than the average. Wages of electrical machinists, millwrights!, black- 
smiths', and moulders' helpers also increased less than the average. 

On the other hand, skilled moulders! wages rose disproportionately in 

the postwar boom, as they had in the war itself, 


Inflation, then, was even more pronounced during the postwar 
boom than during the war. On the other hand, such data as are available 
suggest that in contrast to wartime experience, the distortion of the 
price structure was not increased, and may even have been somewhat 
diminished. 


Froduction and Employment. 


Industrial production began its ascent in April 1919, when the 
index stood at 74 per cent of the 1919-24 average, and reached its peak 
of 113.8 in January 1920. The physical volume of business began to climb 
somewhat later, but reached its pinnacle at the same time. The Wood-Gundy 
index of business activity began its upswing in May, but did not attain 
its maximum until March 1920. Trade union unemployment fell from 
February to September 1919, when it touched the extr@®mely low level 
of 1.8 per cent -~ a level never achieved again until the present war. 
It grew to 4 per cent in the winter of 1920, but shrank again to 2.1% 
in June. 


Individual series covor a considerable range in the timing of 
their fluctuations. Coal production for example, did not recover until 
June 1919 and did not reach its peak until November 1920, output nearly 
trebling in the interval. Pig-iron production did not reach its recession 
low until October 1919, registered its high in October 1920, doubling 
in that time. Output of steel ingots and castings followed a similar 
course. Yet output of individual coal, iron, and steel companies show 
violent fluctuations which do not conform to the general pattern even 
when smoothed. Value of construction contracts awarded reached a 
temporary high of $25.6 million in August 1921. 


Flour production expanded from 990,000 barrels in February 1919 
to 1,354,000 in January 1920, sugar manufacturing enlarged its output 
from 54 million pounds in March 1919 to 109 million in March 1920. Cattle- 
slaughtering achieved a threefold increase between February and November 
of 1920, but hog-slaughtering did not begin to rise until August 1919 and 
reached its summit in November of the same year. Cigars and cigarettes 
released from consumption were at their limit in the autumn of 1920. 
Automobile production grew from 4,357 in January 1919 to 10,500 in 
April 1920, and output of tire casings increased about 65 ver cent from 
January 1919 to June 1920. Department store sales soemed to have been 
at a maximum in the summer, and mail order sales in the spring, of 1920. 
Newsprint production increased very little, reached the top in March 
1920. 


Such a diversity of movéments makes it somewhat difficult to 
set exact limits to the upswing. However, the picture as a whole seems 
to justify our demarcation of summer 1919 to spring 1920. 


The boom was so short, consisted so much of recovery of reces- 
sion losses on the one hand and pure inflation on the other, that 
it might almost be termed "a boom without prosperity . It brought VA 
no significant improvement in the standard of living. For 1920 as 
a whole, the index of industrial production with 1926 equal 100 was 
only 69.9 compared to 65.5 in 1919, and physical volume of business 
rose less than four points. The index of employment actually fell 
from 107.8 in 1919 to 106 in 1920. Income paid out rose less than 
prices, so that per capita real income was lower in 1920 than in 1919. 
Real labour income did, however, rise slightly. Commercial failures 
increased fairly steadily throughout the whole period up to 1923. 
Since 1919 was no great improvement over 1918 so far as economic well- 
being was concerned, it seems clear that the postwar "boon was not a 
period of marked economic progress. 
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TABLE 11 


Indications of Inflation and its Effect on Available Purchasing Power 


: Income : Cost of Living , Purchasing 
Year ' Payments 1/ ' Index, .LveGe, 100. Power 2/ 
2 (a) ! (b) 1 (a td) 
! ! | 
DEFT Sta ec ra oa one a ee aa ana mam aa ooscomio 2 Vx aes, hs aR annem emma 
1919 : 5,987,837 / 107.2 : Sets BOT 
1920 : 4,460,061 ! 124.2 ‘ 3,591,031 
1921 ; 3,803,253 ; 09.2 : 3,481,917 
1922 : 3,686,618 : 100.0 : 35,686,618 
1923 . 3,838, 607 : 100.0 : 3,838,607 


Foreign Trade 


Both value and physical volume of exports fluctuated wildly 
during the postwar boom, with value showing a fairly constant and volume 
a gently falling trend. During the period of greatest general recovery, from 
Apri} 1919 to January 1920, exports increased from $62.3 million to 
121.5 million, and this expansion unquestionably contributed heavily to 
the general upswing. Imports show a more clear-cut cyclical movement, value 
rising from $54.2 million in April 1919 to 142.5 million in March 1920, 
volume increasing from an index of 71.2 in March 1919 to 119.1 in January 
1920 and 117.0 in March. The balance of trade was favourable throughout 
the whole of 1919 and in the first two months of 1920, and was unfavourable 
from then until the autumn. 


As we should expect from the developments of employment and 
production, movements of individual commodities show substantial deviations 
from the general pattern of foreign trade. Volume of copper exported 
increased fivefold from April 1919 to March 1920; nickel exports increased 
over tenfold from May 1919 to November 1920, asbestos exports trebled from 
August 1919 to September 1920. Lead exports, on the contrary never regained 
their wartime level, and fell off sharply during the postwar boom. Wheat 
exports leaped from less than 2 million bushels in December 1918 to over 12 
million bushels in November 1919, fell to 3 million in the following 
Spring, but soared to new heights of 35 million bushels in December 1920. 
Exports of flour, bacon, and automobiles, however, reached their peak in 
December 1919. Exports of cheese, salmon, and woodpulp are greatly affected 
by seasonal factors, but all showed gains too prodigious to be explained in 
seasonal terms, alone. 


The Canadian dollar depreciated in New York but appreciated in 
London during this period. A low of 84 cents in New York was established in 
December 1920. This fact no doubt stimulated Canadian exports to the United 
States and discouraged imports from that country with reverse effects on 
British trade. 


The following table gives some indication of these effects: 


1/ Composed of salaries and wages (which are one half of total), withdrawals 
of working proprietors including farmers (one quarter of total), and 
"other labour income, net dividends and net interest". c.p. 60, "National 
Income of Canada, 1919-1938, Part 1", 


2/ It is inaccurate to apply the cost of living index to other than that part 
of total income payments which was spent on consumers goods during the 
year. Money Savings of all sorts should be deleted before applying the 
index. However the broad picture is not disturbed by this oversight. 
(Cost of Living Index from p. 68 above mentioned source). 
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TABLE 12 
The Canadian Balance of Trade, 1918-21. 
($millions) 


ee eee ee ea a sf or a hi. SSCS 


= ee tet 
. 


Area ! 1918 t 1919 1 1920 ' 1921 
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United States berets) t 300.0 ! = 295.5 t 211.9 
United Kingdom ' 487.8 ae os eat ! 100.3 1 183.3 
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Thus there was gome tendency for trade with the United States to become less 
unfavourable, and for trade with the United Kingdom to become more favourable. 
There were, of course, many other factors operating upon the balance of trade, 
but it seems likely that exchange rates, determined as much or more by 
international parments among other countries as by Canada's own international 
position, were a significant factor. 


Another effect of the exchange situation was offering in Canada 
of British-held Canadian government securities at prices below the ruling 
price of corresponding Canadian—held issues, such as the Victory Loans. This . 
tendency proved so worrisome to the Finance Ministry that an embargo was 
placed on such sales throughout most of 1920.1 The net increase in British 
and foreign holdings in Canadian securities was $25.1 million in 1919 and 
$143.2 million in 1920. 


Finance 


The total quantity of money resumed its upward course in March, 1919, 
reached a seasonal high in October, and climbed to a slightly higher level 
one year later. The expansion over the whole period did not exceed 20%, the 
total volume of money standing at $2.2 billions at the end of 1920. Active 
note circulation and demand deposits rose relatively little, the bulk of 
the increase taking place within the category of notice deposits. Ourrent 
loans show more expansion in absolute terms than other tynes of bank asset, 
from $1,012 million in August 1919 to $1, 405 million in October 1920. 
Investuent holdings increased from $425 million in February 1919 to $671.4 © 
million in October of the same year and then tapered off. By February 1920 they 
were down to $411 million. Gall loans in Canada show the digest percentage 
growth, from $79.2 million in February 1919 to $132 million in January 1920. 


The banks gave strong support to the government bond market in 
the spring and summer of 1919, their holdings shooting up phenqmenally. 
After October, however, a rapid liquidation of these securities took place, 
and by September 1920 bank holdings of governments were almost down to their 
postwar low of March 1919. Yiclds of government bonds show a distinct rising 
trend up to November 1920 probably reflecting liquidation by wartime purchasers. 
Bank holdings of non-government securities were virtually constant for a 
year after the Armistice, but declined rapidly during 1920. Whether or not 
bank purchases and sales were a significant factor, the stock market 
followed bank operations closely, rising somewhat through 1919 and falling 
after January 1920. Industrials, pulp and paper, and textile stocks con- 
tinued to rise into the summer of 1920, but iron and steel, milling, and 
food stock fell off during the early months of 1920 and utilities sagged 
from May 1919 onward. The number of shares traded increased more than 
sixfold from the beginning to the autumn of 1919. 


Since the percentage increase in money supply was censiderably less 
than the percentage rise in prices and supply of goods increased to some 
extent, one would expect to find a rise in velocity of circulation of money 
in the period. Available figures of bank clearings show close to a 100% 
iucrease from the spring of 1919 to the fall of 1920, which indicates a 


1/ Canadian Annual Review 1920, pp. 25-6 (f. above, “monetary policy". 
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pronounced rise in velocity of circulation of bank deposits. Indeed, it 
appears that activation of previously created deposits was as important a 
factor in the postwar inflation as was the creation of new one. 


Cause of Inflation: Fiscal Folicy 


The immediate aftermath of war proved more costly for the Cana- 
dian governnent than the war itself. Both outlay and deficit were at 
their highest levels in fiscal 1920, a neriod roughly the same as the 
upswing. Monthly expenditure reached a peak of $60 million per month, 1/ 
from March to November 1919, when the nost violent boon developed, Provincial 
governments, too, spent more in 1920 than in 1919, and more in 1919 than in 
1918. 


In addition, the composition of expenditures changed once again, 
this time in a manner accentuating their "leverage" offects. War expenditures 
were down slightly for the fiscal year as a whole, but increased enormously 
from April 1519 to January 1920. Public works expenditures, including 
outlays on railways and canals, were more than double their level for the 
preceding fiscal year. Only $69 million of the $786 million total was 
spent for pensions and re-establishment. These expenditures unquestionably 
provided an enormous stinulus to expansion. 


It is interesting to note, too, that the flotations of Treasury 
bills in fiscal 1920 just equalled retirements, and heavy borrowing was 
concentratec curing the Third Victory Loan campaign in November. 2] 

Thus during the early months of 1919 government deficit-spending must have v 
been alnost unadulterated inflation. 


Table 13. Dominion Government Expenditure and Revenue, 1914-1924 
millions) 
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1917 1916 498.2 eo egeet ec ae 
1918 : 1917 576.7 , 260.8 ROR 
1919 ; 1918 ‘ 697.0 Py heey ' ee ‘ 
1920 1919 F 786.0 , 349-7 gi 30-3) 
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1922 f 1921 : 463.5 opeeenO a lane by 
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i/- Prentice, ops cit. p. 6 

2/*/ Curtis, op: ¢its p- 20 

(1) p. 741, 1924 Canada Year Book. 

(2) 1924 Canada Year Book. ibid, De Tue. Four-fifths of revenue was from 


tax Sources. 
(3) Total deficit, 1914-1924: $1896.7 millions. 
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While total tax revenue increased from $234 million to $294 
million, and all categories of taxes shared in the increase, the heavier 
yields were due more to rising national income than to upward revision 
of tax rates. There is even reason to suppose that tax policy in 
itself had inflationary effects. In 1919, the war profits tax on 
companies with capital between $25,000 and $50,000 was limited to 
25% of orofits in excess of 10 per cent, instead of 7 per cent as before. 
In 1920 no profits under 10 per cent were taxed, and rates were 
substantially reduced in all brakets. 1/ ZEnormous profits were made 
during the postwar boom, yet the yield of the profits tax rose only $11 
million in fiscal 1920 and fell in fiscal 1921. Customs duties were 
recuced. The 5 per cent levy on British goods and the 7} per cent duty 
on other commodities Hee repealed, and tariffs on cement and agricultural 
implements cut down. 


Against these tax reductions must be set the increased surtax 
rates on versonal incomes. However, neither the increase nor the tax 
was burdensome. A man with income of $10,000, for example, paid $590 
inste.d of $392 income tax. The yield of the tax in 1920 was only $20 
millions. It is unlikely that this increase was enough of a barrier 
to investment or consumption to_gqffset the stimulating effects of the 
reductions in other tax rates. 3 Expan sionary fiscal policy seems to 
have been a factor of prime importance in the postwar inflation. 


Causes of Inflation: Monetary Policy 


While it would be an overstatement to say that there was a clearly 
formulated monetary policy during the upswing, nevertheless the com- 
bined actions of the banks and the Ministry of Finance led to monetary 
expansion. The bankers! role was a passive one, in accordance with the 
universal "needs of trade" conception of banking policy. Banks continued 
to expand credit and note circulation in respdnse to the active demand 
for credit, and enjoyed a highly profitable year. Many banks paid 
bonuses in 1919 over and above the customary le per cent dividend. Sone 
concern was expressed even then about rising prices, depreciating Canadian 
dollar, and mounting national debt, but no action was taken to check them 
until later. Despite Sir John Aird's congratulatory comment the "throughout 
the war Canadian bankers have abstained, by common consent, from the 
opening of new branches", 4 / the number of branches of Canadian banks had 
already risen from 3,225 in November 1914 to 4,442 by November 1919.2/ It 
sees unlikely that all this expansion took place in the year following 
the war. In November 1920 there were 4,856 branches. 


Bank loan rates were kept stable during the postwar boom, as 
during the war, and money seems to have been easy at those rates. 
Sone bankers apparently felt that since they had not raised interest 
rates, they had not contributed to the inflation: 


“There has been no profiteering whatever by the banks of Canada, for 
the price of money has not been raised. Alone of all commodities, 

the cost to the borrower of loanable funds of the banking institutions 
of this country remains unchanged". 6/ 


i/+Prentice, op. cit. p» 16-17. 

2/ These latter reductions may not have been insignificant factors in 
the construction boom, and the expansion of acreage and employment de- 
voted to field crops. 

3/ For a suggestion of the psychological importance of excess profits 
taxes at this tine, see above, Economic thought. 

4/ Qanada Year Book, ‘1919, p. 817. The chief deterrents of wartime expan+ 

sion of the number of branches seem to have been the tax on bank note 

circulation and the manpower shortage. 

Canada Year Book, 1920, p. 61 

Sir Frederick Williams-Taylor, General Manager of the Bank of 

Montreal, in his annual address. Canadian Annual Review, 1919, p. 831. 
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The role of the banks in the investment market was inflatio-— 
nary on balance up to October 1919, although long-term interest rates 
were at their lowest in June. After October, bank liquidations of 
governients exceeded their acquisitions of common stocks, and the Finance 
Ministry stepped in to maintain the bond market. A Stabilization 
Committee was set up, and a conference was held in Montreal in March 
1920, with the Finance Minister in attendance. At that time, an ad- 
vance in bond prices was "authorized", Later, reductions were per- 
mitted, and control was abandoned altogether in Novenber 1920. Not only 
the protection of the Canadian bond narket, but support of the Cana~ 
dian dollar on the foreign exchanges was involved in these controls. 
The ban on sales to discourage "foreign investment", which seens to mean 
purchase of Canadian securities, was the procedure. =/ The stabilization 
seels to have been successful, the Committee placing some $270 million of 
bonds offered in the market, and it was abandoned only because of public 
dislike of government controls of any kind.&/ It was estimated that the 
Committeg saved Victory Bond holders not less than five points in the 
narket.2/ If so, it is clear that these stabilization measures contributed 
to the maintenance of the interest structure and added to the inflationary 
forces operating during the boon. 


Causes of Inflation: Inadequate Direct Controls 


Shortly after the war -— after one Cost of Living Commissioner 
was displaced because he “created much distrubance by his investingations 
and comments regarding high prices". 4/ — 2 House of Commons High 
Cost of Living Committee was set up with investigatory powers. Its 
findings were that while many prices, and especially food prices, were 
uncomfortably high, the spreads between basic costs and final prices 
were reasonably narrow. This attitude annoyed the general public, which 
blamed high prices on "profiteering"™ and pointed to the 310 per cent v 
profits in cotton manufacturing, the 4o per cent to 100 per cent markups 
in retailing, the 74 per cent profits in woollen manufacturing, 61 per 
cent profits in neat packing, and similar facts disclosed in the Hearings 
of the Committee. The Committee itself, however, accepted the view of 
the manufacturers and retailers that profits should be Cale han ets not on 
the basis of capital investment, but on the basis of turnover. 


vA 


The result of the inquiry and recommendations of the Committee 
was Part II of the Combines and Fair Prices Act of 2919.0) ) Chis ct 
made it ijlegal for anyone to “accumulate or withhold fron sale any 
necessity of life beyond what is reasonably required for the use or 
consumption of his household or for the ordinary purposes of his 
business". 


Anyone holding excess stoeks was required to dispose of them at 
"prices not higher than are reasonable or just". A Board of Commerce 
was established, empowered to "inquire into, restrain, and prohibit" 
breaches of the Act, and to recemmend prosecution of offenders. 
Fines up to $100 or imprisonment up to two years were established as 
penalties, but offenders could also be tried under Part XV of the 
Criminal Code, which provided fines up to $5,000, imprisonment up 
to two years, or both. 


How dismal was the failure of the Board of Commerce is clearly 
indicated in the following extract from a contemporary article written 
by Professor Michell of McMaster University: 


"The history of this unhappy venture is too long to enter into S 
here, we may also say too confused, but in a very short time the 


ay The president of thé:Royal SeoutiticdCorporation, for example, termed 
the government policy a "violation of the most elementary laws of 
economies". Canadian Annual Review, 1920, pp. 25-6 

2/ In the words of the Finance Minister Drayton, "The stabilization 
has served a very useful purpose, but it is felt, in view of the fact 
that the methods of control so general during the war period have been 
abandoned in so many countries, and generally in Canada, that the 
control of the sale of Government securities should cease". Canadian 
Annual Review, 1920, p. 27 

3/ By the Canadian Bond Dealers! Association. Canadian Annual Review, 
[920s pw Sy. 

4/ Canadian Annual Review, 1920, p. 333 

5/ "“Conparative Prices in Canada and the United States", Social and 
Economic Conditions in Canada, American Academy of Political 
and Social Science, 1923, pp. 153-4, 
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endeavour of the Board to stop this rise of prices became farcical 
in the extreme. With great pomp and ceremony a few grocers caught 
selling bacon a few cents a pound higher than what the Board con- 
sidered proper, were prosecuted. Soon dissensions arose among the, 
members of the Board, and they all resigned amid the laughter of 
the people. For sometime longer it continued as a kind of disem- 
bodied ghost with three government officials as members of the Board, 
and its last act was to decree a fixed price for sugar in order to 
protect the refiners who had been caught in the disastrous fall in 
prices of that commodity. This so incensed the public that the 
Government finally dissolved, while the last act of this tragic 
comedy came shortly afterwards when, the Privy Council declared 

the Board to have been illegally constituted from the beginning. 
Thus ended Canada's experiment in keeping down the cost of living 
by government enactments, an experiment not likely ever to be re- 
peated." i 


Wheat marketing was subject to special regulation during this 
period. The Board of Grain Supervisors, which had been established 
by Order in Council in June 1917, was replaced by a new Wheat Board 
for the marketing of the bumper 1919 crop. The Board had power to 
buy and sell, to store and transport, to license exports, to sell 
surpluses abroad, and to fix domestic prices of wheat and profit 
margins on flour. Its original policy was anounced on July 30th 1919: 


1. To buy and market the 1919 crop at a “probable” minimum price 
of $1.75 (Afterwards fixed at $2.15 with pooling additions.) 

2. To make a cash payment to farmers when they sold their wheat. 

3. To sell the Canadian crop at prevailing world prices, any sur~ 
plus after deduction of expenses to be distributed among the 
original sellers in proportion to grade and quantity. 

4. To prohibit speculation on the grain Exchanges or profiteering 
by handlers, which might be to the disadvantage of producer or 
consumer. 

De To guarantee immediate cash sale for the farmer, and speedy move- 
ment of the crop. 2/ 


In addition, A Seed Purchasing Commission was organized to assure 
sufficient supplies of seed for the next years! crop. 


The Board seems to have been a success. It received support not 
only from farmers, but also from people ,otherwise opposed to the 
government and to controls in general.3/ Nevertheless, its functions 
were terminated in August 1920, with the results on wheat prices al~ 
ready noted. So loud was the public clamour forrestoration of the 
Board, that the bill introduced in 1921 by the Progressives could 
not be ignored. The original Board, however, had been set up under 
the War Measures Act, on the grounds that emergency was over, that the 
Dominion government had no powers to compel producers to sell to a 
Wheat Board, and that the provinces alone could pass legislation deal- 
ing with property and civil rights. Consequently, the Wheat Board 
established in the Act of 1922 was deprived of all powers of compulsion. 
It will be a matter of some interest and importance to see whether 
similar constitutional barriers to effective policy are raised when this 
war is over, 


It is worthy of note that during most of the original Wheat 
Board's life, Canadian wheat prices were lower than the American, despite 
the depreciation of the Canadian dollar in New York. Effective control 
during and after War II may require the creation of a similar situation. 


1/ "Comparative Prices in Canada and the United States", Social and 
Economic Conditions in Canada. American Academy of Political and 
Social Science, 1923, pp. 153-4. 

Canadian Annual Review, 1919, p. 330. 

Cf. The Canadian Annual Review, 1920, p. 103. The review cited as 

a case in the point the Honourable George Langley, of Saskatchewan: 
"The Wheat Board has purchased grain at whatever price it chose to 

pay and has sold it at its discretion whatever and whenever it pleased. 
The whole work of the Board, will, in all probability, be covered by 
the sum of $250,000, and when it is borne in mind that the Board will 
have handled in the neighbourhood of 125,000 bushels of wheat this will 
represent a charge of less than a quarter of a cent per bushel. 
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It is comforting, therefore, to have this precedent in the experience of 
the last war. 


Altogether, direct controls were scarcely more effective in 
the postwar boom than they had been during the war itself. In face of 
inflationary demons of even greater ferocity than those which prowled in 
wartine, they proved hopelessly inadequate. Lack of control must be 
listed as one of the “causes” of postwar inflation. 


Other Causes of Inflation 


To some extent, prices rose after the war simply because they 
had risen during the war. The usual lag between successive stages of the 
production and marketing process made its apnearance, and business men 
subjocted to this "squeeze" tried to escane by raising their own prices 
whenever possiblo.. The evidence before the Cost of Living Committee of the 
House and before the Board of Commerce gives many examples of this progress.1/ 


In his explanation of the upswing, Dr. W.C. Clark laid 
considerable emphasis upon inventory speculation, drawing attention to the 
“way in which, both as a result and a cause of the rapidly mounting price 
level, there was piling up in the world's markets of an unprecedented 
volume of products unabsorbed by consumers at the high prices and for 
the sequestered away by high-bidding operators in quest of still higher 
prices".2 There is some statistical support for this point of view. 
Retail stocks in the United Skates were io per cent to 50 per cent higher 
in the first half of 1920 than they were in the first half of 1919, and 
it is renrsonable to suppose that the Canadian situation was not markedly 
different. While there are the usual variations in the records for 
pirticular commodities, particularly when seasonal fluctuations are taken 
into account, cold storage holdings show a significant increase during 
the period of most violent upswing. Even after seasonal adjustment, the 
index shows a rise from 79.2 in May 1919 to 126.4 in October, and the 
average for the last six months of 1919 was higher than for the first six 
nonths of the same year for either the first or last six months of 1920. 
Inventories of most commodities for which records exist either rose or 
were constant. Algoma Stcel's stocks of saleable products rose over 
sixfold, and thoir stocks of raw matorials and semi-finished products 
incrersed from $7 million to $9 million, from the spring of 1919 to the end 
of the year. Steel of Canada's inventories up from and about $2.5 
willions to sone $3.7 millions in a similar period. Newsprint in the 
hand of the Newsprint Association of Canada increased from May to August, 
1919. Canadian Westinghouse inventories of electrical apparatus grew 
slightly in 1919, considerably in 1920. St. Lawrence Sugar Refineries 
held 30 times as much raw and refined sugar at the end of 1919 as they 
cid at the ond of 191%, and twice as much at the end of 1920 as at the 
end of 1919. Belding-Cortecolli doubled their stocks of silk from 
November 1919 to November 1920. These figures are, however, too 
scattered to constitute really satisfactory evidence. 


An intangible and imnonderable factor is "optimism". In the 
eyes of some business men, investors, and consumers, the recession of 
1919 may have been regarded as the expected postwar depression. When 
nothing very serious happened, these people may have expected prosnerity 
to ensue. There seems little doubt that ney peaple expected a boom based 
upon exports to an improverished Europe, be 


The packers, for example, defended their prices beacuse of previous 

rises in price of hogs and cattle: "Meats now being sold", a Harris 
Abattoir representative pointed out "are the product of hogs bought in 
the past two months during which live hog prices advanced throughout the 
world to the highest level in history". (Canadian Annual Review 1919, 
p- 346). Similarly, manufacturers blamed their high prices on high wages, 
high cost of living, and high materials prices (idin p. 442) 7 

2/ "Business Cycles and the Depression of 1920-1" Bulletin No. 40 of the 
Department of History and Political and Social Science, Queen's Unie 
versity, Aug. 19el. 

3/ Of. Clark, “Business Cycles," op. cit. pp. 12-16, and H. Michel, “Banking 

and the Trade Cycle", Journal of the Canadian Bankers Association July 

1922, pp. 483. 
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It is hard to determine just how much importance to attribute 
to "replacement demand", Consumption in general was not seriously 
curtailed during the war, and it seems unlikely that there had been 
serious depletion of consumers! stocks. Production of consumers! 
goods fell from 74.3 in 1919 to 71.9 in 1920, and while these figures 
do not preclude a boom in consumers! goods production in the 
latter half of 1919, they do suggest that no great wave of buying 
developed. Automobile registrations increased no faster after the 
war than they did during the war, and the 3,000 increase in enploy— 
ment from 1918 to 1920 could hardly have been a dominant factor in 
the upswing. Similarly, employment in cotton manufacturing shows 
a fairly steady rate of growth, and employment in woollen and 
clothing manufacturing was virtually constant from 1917 to 1920. 
Employment in boot, shoe, and leather manufacturing did indeed in- 
crease, and employment in sugar manufacturing doubled, these isolated 
cases are scarcely enough to provide an explanation of the inflationary 
boom that occurred. The one field in which it seems legitimate to 
speak of a "Backlog" of consumer demand in housing. Construction had 
fallen to less than one quarter of its prewar level by 1917, and 
trebled from 1917 to 1920. This factor was unquestionably an in- 
portant one. 


It is equally hard to judge whether the increase in output of 
producers! goods from 65.1 in 1919 to 75.0 in 1920 represents de- 
layed replacement of plant andequipment or net expansion. Figures 
for output of such producers! goods as pig iron, coke, steel, tanks 
and boilers, electrical apparatus, and so forth do not show great 
postwar expansion, and indeed output of some of these items fell 
after the Armistice. There seems to have been an opinion current 
at the ting that there was a shortage of shipping due to wartime 
sinkings,L In Canada, however, employment in shipbuilding and 
repairs fell steadily and quite steeply after March of 1919. 


There was clearly a "backlog" in the sense of individual and 
corporate income spent more slowly than it was earned. The rise in 
velocity of circulation of bank deposits after the war is sufficient 
proof of this. However, it seems to have been due more to removal of 
moral and legal restrant upon spending than to any real need for 
replacement of goods worn out during the war. 


One thing seems clear: the backlog of demand after the last 
war was insignificant in comparison to the backlog we are now 
accumulating. Thus production of consumers! goods is still well 
above the prewar level; but output of durable consumers! 260ds has 
deen drastically cut, and genuine depletion of consumer stocks of 
clothing, radios and refrigerators, automobiles and tires, housing, 
and sinilar commodities, is taking place. Postponed replacement 
of peacetime plant and equipment must be incomparably greater this 
time. Not only is the war effort on a much bigger scale, but its 
nature involves more direct competition for critical materials 
with replacement demands of peacetime industries. If a runaway 
inflation could develop after the last war, how much more critical 
it could become after this one. 


Economic Thought in the Boom 


The primary aspects of economic thought during the boom period 
have already made their appearance above: growing concern over 
rising prices, with some attention too to the mounting debt and 
depreciating dollar; general opposition to the continuation of 
government controls; adherence to the "needs of trade" concept of 
monetary policy; and a bitter attack by men of the business and 
financial community upon taxation of profits and incomes. The 
government provided more and better direction than during the war, 
but was not sufficiently convinced of the need and efficiency of 
anti-inflationary measures to withstand public pressure. 


1/ Cf. Canadian Annual Review 1920, p. 25 and 1919 p. 828 
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The Attitude of the government at this time is well expressed 
in Finance Minister Sir Thomas White's budget message of June 1919. 
He pointed out that 1919 must be considered a war year from the point 
of view of governnent policy, because of the high cost of demobiliza-— 


tion and construction. 


"While during the unsettled period following the war governments 
must do many things outside their function in ordinary times, which 
private enterprise through lack of resource or from apprehension as 
to the risk involved is not able or willing to undertake, it must 
be pointed out that the continuation of such a policy is subject to 
strict limitation and that we must look forward and prepare for a 
time when the artificial support of employment and public finan- 
cing of trade must be greatly reduced or discontinued and the 
industry and business of the country re-established upon the normal 
basis of peacetime conditions. The sooner this can be accomplished, 
the better it will be for the community as a whole". 1/ 


The public seems to have accepted price inflation as inevitable 


during the war, but to have been increasingly ah Cokin by the continued 


rise in cost of living after the war was over.& 


It was this annoyance, ~ 


indeed, that led to the appointment of the ineffective Board of Con- 
nerce. 3/ Speaking ofthe problem of prices and values, the editors 
of the Canadian Annual Review report that - 


"this question or condition in 1920 was vital to every financial, in- 
dustrial and individual interest in the country; its discussion 
permeated er popular consideration of politics and public affairs 
in general: al 


At the same time, however, -- with the exception of the Wheat 


Board -——- the public seems to have opposed Ste vara of price controls, 
unless they applied only to the other fellow.2 


1/ House of Commons Debates, June 5th, 1919, Vol. III. p. 3151. 


Not that Sir Thomas had any sudden flashes of economic insight. In- 
deed, in the same speech he displayed once more his confusion of 
saving with deposit expansion, and his belief that war loans tended 
to reduce the volume of deposits; 
"As evidencing what can be done by Canada in the way of national savings 
I cannot do better than give the following statistics of deposits.. 
The Bank deposits in Canada almost doubled in the six year period from 
1913 to 1919. In connection with these figures there should also be 
taken into account the subscription by the Canadian people to the war 
loans floated in Canada and paid for by withdrawal of their deposits 
in our chartered banks and other financial institutions". (ibid p. 3139) 
For evidence that bankers too continued to hold such views, see the 
annual address of Sir John Aird, General Manager of the Canadian Bank 
of Commerce, in the Canadian Annual Review, 1920, p. 852. 


2/ According to Professor Michell, “the great rise and fall of prices in 


3/ 


Canada and elsewhere, has been the postwar preoccupation of all classes. 
During the war the people were too much occupied with the struggle to 
notice very much the repidly rising cost of living". "Comparative 
Prices; *e (Op, cits p:i53)< 

To quote Prof. Michell once more, "The general exasperation caused 

by the continuance of high prices led to the appointment, manifestly 
against the better judgment of the Government, of a Board of Commerce 
armed with plenary powere to prosecute profiteers". (Ibid) 

1920, 38 

See the comments of the Oanadian Annual Review concerning the opposition 
to the Board of Commerce of the farmers! organization (1919, p. 1336) of 
the manufacturers (1919 p. 422-3). 
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Even Professor Clark, now so actively engaged in administering price 
controls, seems to have doubted the wisdom of instituting them at 

that time. He argued that scarcity of goods was a more important 
cause of inflation than monetary expansion, and that price rises 

were in part a corrective of the conditions which caused them. He 
enphasized the enormous amount of knowledge necessary for efficient 
price control, and (quite rightly) pointed out the need to supvlement 
price ceilings with controls of production and labour supply and 

with rationing. He doubted the willingness and ability of the govern- 
ment to undertake such RAG) 


No stronger statement of the "needs of trade" doctrine of monetary 
policy prevalent among bankers in the postwar period could be found 
than is contained in an article on "Canadian Bankine" by Sir Edmund 
Walker, President of the Canadian Bank of Commarea 21 Some of the 
nore telling extracts follow: 


Speaking of the supply of money, "as a matter of fact, it works 
automatically, and there is always enough and never too much". The 
banks, he said, "fully realized their obligation to provide the cur- 
rency necessary for the business of the country.. in his opinion, 
"little if anything in the financial history of Canada is more credi- 
table than the Finance Act of 1914%. Yet a central bank rediscount, 
because it "may become the nost active instrument of inflation": 


Business men and financiers generally were opposed to the excess 
profits and corporate income taxes, and this opposition no doubt had 
much to do with their reduction and final abandonment. As soon as the 
war was over, Sir Herbert Holt, President (among other things) of the 
Royal Bank of Canada, indulged in a little wishful thinking: 

"The Business Profits War Tax Act ceased to apply on the 31st day of 
December 1918, except in the case of any company or person who had 
failed to make returns. The Minister of Finance has wisely made the 
provisions of this Act practically conterminous with the period of 
earning of large profits incidental to special business during the 
war. If labour is to be given its full opportunity, ta capital 


which finds employment for it must not be hampered",3/ 4 year later, 
when it had developed that an Excess Profits Tax was to continue 


in operation, the Vice-President of the same bank echoed the remarks 
of his dhiilcf} 

"To keep production fron falling off and to increase it, thus fur- 
nishing full employment for labour, is more essential now than ever. 
There is no encouragement to enlarge old industries and establish 
new ones when profits, if made, are to be especially taxed by the 
governnent".4/ 


Sir Edmund Walker chose to attack the excess profits tax on the 
grounds that it would be shifted to the public, and to combine his 
diatribe against the excess profits tax with a criticism of income 
taxation as well: 


“We are levying heavy surplus profits taxes, and —-- we are really 
killing the goose that laid the golden egg. When he can do so, he 


1/ “Should Maximum Prices be fixod?", Queen's Quarterly Vol. XXV. 
1917-18. p. 438 
2/ Social and Economic Conditions in Canada, 1923. American Acadeny of 
Political and Economic Science pp. 141-8 
/ Canadian Annual Review. 1918 p. 800 
4/ Ibid, 1919, p. 846. 
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doubtless passes the tax on to the consumer...and the tax thus be- 
cones a boomerang so far as the public are concerned. The tax is 
universally admitted to be unscientific and will do incalculable 
damage if continued...The surtax features of the income tax when 
carried to the extreme percentages now in effect, are little less 
unwise and unfair than the Excess Profits Tax". 


Sir Edmund also Bis ae about the luxury taxes, preferring a general 
sales tax turnover.+ 


"As for the tax on life insurance companies, it was dismissed in 
valuable paper" read to the Life Underwriters! Association of a Be 
"It is a taxation on thrift, it is unscientific, it is immoral".2 


Some went so far as to Oppose even continued borrowing by the 
government, on the grounds that it competed with private enterprise 
for capital. Mr. Fielding, a former Minister of Finance, complained 
about the borrowing operations proposed in the Budget Speech of 1920, 
Referring to the Victory Loans, he argued: 


"It is a very gratifying thing to know that we have this immense sum 
of money in Canada (:) and I warmly congratulate the Minister of 
Finance on his success in obtaining it; but...this vast sum of money 
has been...withdrawn from the ordinary fields of industrial and other 
activities in Canada...if you take that vast sum away from the people 
you diminish to that extent their ability to carry on the ordinary 
business of the country-—that is clear enough" . 3/ 


Thus we get a picture of a government making a half-hearted 
attempt to control the situation, yielding to a people who protested 
more vigorously about anti-inflation measures which inconvenienced 
them personally than they did about the price rise. "Passing the 
buck" was the most popular game of the times. Everyone wanted in- 
flation stopped, but everyone felt the inflation was someone else's 
fault and that policy should be directed only at others. 


ee aaqererrereenepemnennercnesteeemye weg eames 


4 Quoted in Canadian Annual Review. 1920, pp. 859-60 
2 


Ibid, 1920 p. 69 
3/ Debates, 1920, May 18th, v. 29g, 
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V. DEFLATION AND DEPRESSION SPRING 1920--SUMMER 1922. 


Since different sectors of the economy reached peak activity at 
different times, ranging with few exceptions from the beginning of 1920 to 
the late summer of that year, the timing of the "crisis" is by no means 
clear cut. A glance at a chart of any one index of economic activity—- 
physical volume of business, industrial production, prices, unemploynent— 
gives the impression of a decisive breakdown and precipitous decline. 
However, industrial production and physical volume of business were at 
their maxima in January 1920, while wholesale prices continued to rise 
and trade union unemployment to fall until June. Consideration of 
individual time series reveals still wider disparities in behaviour. The! 
first six months of 1920 can be most accurately described as a period of 
gradual deterioration of the economic situation, while only in the last 
six months was deflation unmistakable. Remembering the shortcomings of 
such generalizations, the "downswing" might be delimited as spring 1920 | 
_ to summer 1921. 


The depression which followed was short and mild. Many indices 
began to show recovery almost immediately after they touched bottom in 
early 192l--physical volume of business, industrial production, trade union 
unemployment, for example. Nearly all had turned upwards by the summar 
of 1922. National income fell only 25%, from $5.4 to $4.0 billions uy) 
Most of this drop in income was merely a reflection of lower prices. In 
terms of 1926 prices, national income was at a peak of $3.83 billion in 
1919, shrank to $3.79 billion in 1920 and $3.52 billion in 1921, a total 


decline of only Bh. In contrast, national income fell by more than 50% fron 


1929 to 1933, and even at constant prices it fell by %. Moreover, the 
number of commercial failures in 1922 was less than in 1915, total 
liabilitics involved much the same. Hven in the twelve months period with 
the greatest number of failures (May 1922 to April 1923) there were only 


3,576, barely in excess of the 3,316 for 1915.2/ Department store sales fell 


off very little. However, mail order sales suffered a sharp decline, 
reflecting greater loss of rural than of urban purchasing power. 


Prices 


Price deflation was easily the most marked and longlasting feature 
of the downswing. Wholesale prices fell 40% from July 1920 to December 
1921, recovered slightly in the early months of 1922, but sagged to a 
new low in September. After strengthening by a few points, they then 
fluctuated within narrow limits until 1927. The annual average (1913 as 
100) collapsed from 243.5 in 1920 to 152.0 in 1922, recovered gradually to 
160.3 in 1926, settled slowly to 1929, droppe? sharply after the crash in 
that year. Novertheless, in 193e wholesale prices were still 4.2% above 
their prewar level. 


Retail prices fell neither so far nor so fast 2s wholesale er aees> 


From an index (1926 as 100) of 128 in July 1920, they dropped to 983 two 
years later. COnrst of living, similarly, was reduced only from 165 to 
127, and was very stable throughout the rest of the twenties. Much 

the same is true of wholesale prices of consumers! gonds. Foods followed 
the over-all pattern of prices more closely, toppling from 164.2 in 
mid-1920 to 94.6 in June 1921, resuming a downward course after a 


brief respite, and establishing a new low of 85.7 in September 1922. Prices 


of producers! goods fell faster and further than the average, and the 
sane is true of raw and partly manufactured goods. Prices of fully and 
chiefly manufactured goods started from a higher level than the 


1/ D.B.S. figures, quoted in Appendix 4, "National Income of the Report 
of the Royal Commission on Dominion/Provincial Relations, ». 11. The 
figure for 1920 is considerably higher than Deutsch's estimate 
($4.4 billions) and the figure for 1921 is higher than the Bank of Nova 


Scotia's estimate ($3.8 billion). If Deutsch and the Bank of Nova Scotia 


were both correct, the decline in national income was only 14%. 
2/ Figure for 1915 from Clark, "Business Cycles.."op. cit. p. 21. Other 
figures from D.B.S. "Twelve Years of Economic Statistics," op. cit. 


“ 


0h sobbing: 218. 

or nee — Qatar 
a ‘og “Se 9d Snes 
ooydhy ios gkeriso ae. 


dion ater’ oebat ROkTS. / A : tied ‘to: « ae ioe ioe t 
“$2 Ipod’ ‘prodtathorg bay a cy wvkelweh & Yo Byes oat na ip. ne 


ty, Shi, ndominne ‘to anome mee | 
oad *t” of _ boewt. ake web aa, ae | tae OSL yepuril veri 
aye ee NoSteneD” oem! Livy Rist of ponhpric a cookiur abiat 
oft” _,Wwotvenad ap” pene ban ns aohbe Eitiw eleven’ if oink Bi obie tia 
to, Pe ae ce badkigios “todetmune. deon ot ate OMe: 
a ene" Pia bat okime .wattinntie ofaprana oT 3° 
he. anniek ey ‘eae pie eacuened | often josey ae 
oeet”, att ah SST tob od state Ypatyeision™ baile 


% ot: Feet Orn 


De pacts ae nig | we, Hoda’ ew Lawetfnt ike tbat det 
ae toe F oagtatiot Wii abeje gletetieuet tecehecgeerisey eae Ob | 
uki sit P akner eet gouiore Lord ely dat _aegabogs “to olmnkor Srptoitoes Sate 
reenie ale. vs chsh boat tad Epp tena oficaunsta” 20% thay fijnoaiy 
Se OGRE ER ‘Oe od Hs cock Res Ria sist oman’ fnaostee .¢ ie 
oes ? - ft pb dw. ty 2 Mherue pay’ segoat 2k goad. sidt a 
‘to Miag A oe ua Taneciek swaoltidan hast DSRS thee sates 
Shel Se ter Sa OSCE ad aoe ited i Of 


: wif a tage - ; 
moa RR, sith oan i Ste 4 ‘opeget facobtac’ ,¢2orthon ab 8S ydae 
one vena. 2 ga fiel ae poi. tonewnog ae tae feet et 

, feet te ak it evel giw SSEL i eptaitsy Eekosereien Yn2 


eos attache -s vEow uit 22 goyil soccer ‘eee Goin Ewe kort aides oe - 

ie, EN) pie otbd (ESOO Aiea ob) Re sane pone ita? 2D odie’ seven’ 

Binh en Tie weads fb Lan a \SiGQe bt OLS .* Ge Bo) ameees aa eres : 
neces mele 4 « hovettye eplag anbas Char tevoWwoe wate ie 9 

diver, aitbaes dase sndeg’ 1 wie Coens ‘ aaok tinots, sattgas 


190% wt bial wok S85 Seolep ia Sane ati? “whbmao enw aoktattos wbirt 

Sait cnet oe G2) re aontt Roe Effort moolse ale mo Lee asitrenncd oats 
ay Poppins to ,SSGL to pildaom yiieo ont ar Vid £ke Sotarront 

«AOA ett Jad eioy wel ve ai anotie sees > P27 RE 

on ELOR) Retaew |unth “ wat Shek Dhan whhekt altel Yi ye 

od AC Sevier, héNerrcigag SS) oy a G.SRE of OS0F nk 2.8 aes Aertel 
if dugtt wht 2otte olatevin Segees® GOGOL nt twede botteon dace “FY 
vv Sc Figie stow aedeale tingel~tw StCL ad camel vor cint te 


4 


" hb isie ates tie ar taetoon Dobe cut oe nbatlen Bled 
i F bie. os hotigey) odd ORBLE <i) af BSE So TOE aie aee 
4 hes mite ‘Mtr Loney aw lankteke rie Sale 
. Howe, .eo%taguy orf? to tien sit tuanoTit site 
oT eee eae ty te % +0 hice, Yeas alanny ba asdlag ot agok hele ee 
AL Sidkdt wot. - tte nod yoanke etdaaviotwr Tee 
aes Lm 44etr cadre Leman » ype £80k i 8 
fooFee.. LOT Anise eyed nt vias te 28 whee aw atdaks 
i? Ha iterave ote ont toca mey hae totest £ 
bay vtfart Ye nici Bios Sotto ene we 
oe contd Lovin hargls in ant Sotvate fe 
la ta 


Haaes att ta Mecaiih Aegokset® att ahh 
cat <th . yore tate, Sed oy Tatts 
. »,  Aeet tesa abet omelet ef 
arow Ty shies ahd aaa causes 
E4508 BOAR Ge aint oft tat 
HEL UL gee pepe 
te AthG. Zo 2 GORSe P} 
te hea " wobtetrn 


' ne - “A wae 
7 ane * ree 
i : py : / ; feo i os a ile 


average, but maintained their margin up to 1924. 


Farmers had a nore unhappy experience. From a pinnacle very 
close to the average, price of farm products tunbled to depths many 
points below it, and continued to sag right through 1923. Wheat prices 
ran a particularly disastrous course, plunging to levels not much more 
than a third of the 1920 summit. Hides and linseed .il, those star 
performers of the war-and-postwar inflation, also produced the most spec- 
tacular nosedives, with prices in mid-1921 one seventh and one quarter the 
dizzy heights attained in 1919. Prices of paper sulphite suffered a similarly 
calamitous collapse. Other commodities provide varying pictures, but 
there was much more uniformity of price movements in the downswing and 
depression than there was in the war-and-postwar boom. 


Wage rates fell much less than prices, from an index of 198 in 
1920 to 182 in 1922. Monthly data for particular occupations tell much 
the same tale. Whereas wholesale prices with 1914-19 as 100 fell from 178 to 
102, steel wage rates declined from about 180 at the end of 1920 to about 
120 in mid-1922, machinists at Canadian Westinghouse suffered wage-cuts of 
only 11%, and so forth. Real wage rates generally rose, and the real 
wages bill fell very little, during the deflation and depression, 


Production and Enploynent. 


While the decline in industrial production from peak to trough 
was by no means insignificant, from 113.8 in January 1920 to 70.5 in April, 
1921, recovery was rapid. By August 1922 the highest level of the war-— 
and—postwar boom had been exceeded. Business activity and physical 
volume of business followed essentially similar courses. Production of 
consumers! goods began to shrink a month later, reached its nadir a 
month earlier, and contracted somewhat less than production as a whole. 
Production of producers! goods, on the other hand, did not touch bottom 
until October 1921, and was then proceedins at a rate not nuch over one 
third of its boom level. However, in this field too the peak performance 
of the previous boom was surpassed by the end of 1922. 


Enployment exhibits similar resilience. The index fell from 
91.3 in November 1921 (1926 as 100) to 78.8 in January 1922, but had 
climbed back to 92.2 by July. While trade union unemployment reached 
quite high lovels, running up to 16.5% in March 1921, it dropped to 
7.4% in October and by September of the following year was down to 2.8%, 
For the last half of the "depression" year 1922, trade uuion unemployment 
averaged less than for the last half of the "boom" year 1929. 


As usual, individual series diverged considerably from the 
over-all pattern, especially those strongly affected by seasonal factors. 
Value of construction contracts awarded suffered a setback from April to 
Decenber of 1920, but established a new postwar high in August 1921. 

It then feil sharply until the beginning of 1922, climbing to a new pin- 
nacle in June. Value of buildinz pernits followed a similar course. 
Indeed the construction industry can scarcely be said to have undergone 
a depression at any time from 1918 to 1923. The index of cost of cons- 
truction fell only from 75.2 in 1920 to 70 in 1921, recovered to 92.4 
in 1922, fell to 85 in 1923. Oontracts awarded, as would be expected, 
show 1 similar development. Building permits actually increased slightly 
from 1920 to 1921, rose sharply in 1922, and while they receded in 1923 
they were still well above the 1920 level. Residential building expanded 
in every postwar year up to 1923, and in 1922 nearly 23 times the 1919 
level. 


Lead and zinc production also followed individual patterns, 
both fluctuating widely but displaying clear cut upward trends from nid- 
1920 risht up to 1929. Output of flour grew from early 19e0 until the 
beginning of 1923. The autonobdbile industry also had its peculiarities 
in this period. In terms of employment or number of units produced, it 
followed the general cyclical pattern, suffering recession in 1921, re- 
covering in 1922 and reaching new heights in 1923. Value of production, 
however, reached a peak in 1920 which was not regained until the late 
twenties. The reason seems to have been reduction in costs, especially of 
materials, which followed value of output, while wages and salaries followed 
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employment in their fluctuarions.— 


Foreign Trade 


Shrinking exports were the dominant factor in the downswing. 
From December 1919 t» April 1921, value of exports was cut in three, 
fron $138 million to $44 million. Even the physical volume of csports 
was cut almost in half, and compared to April of 1919--curiously, the 
high point for physical volume in the whole 1913-23 period and the low 
point for value during the 1919 recession--was down by nearly 65%. In- 
ports fell nearly as nuch in value, from $142 million in March 1919 to 
$48 million in April 1922, but not much more than a third in volume, from 
an index of 124 (September 1920) to 80 (June 1922). Trade was unfavourable 
from March to October 1920, and from February to October 1921. Exports 
for fiscal 1922 as a whole were only $754 million, compared to $1,287 mil- 
lion in fiscal 1920; the export surplus of $222 million in fiscal 1920 
became an import surplus of $30 million in fiscal 1921, and in 192e the 
active balance was only $6 million. 


Sharply reduced exports to the United Kingdom were mainly 
responsible for the disappearance of the export surplus. Import sur- 
pluses from the United States actually diminished in these years, and 
prices of exports and imports moved more or less in harmony, the former 
falling 63% and the latter 60% from 1920 to 1922. Individual commodities 
of course had their own idiosyncrosies. Zinc exports, for example, were 
at their low in mid-1920 and developed strongly in mid-1922, just the 
reverse of the general cycle. Wheat exports fluctuated violently, but the 
trend was gently rising from mid-1920 to the end of 1921, steeply 
climbing thereafter. Bacon exports, on the contrary, never regained 
their 1919 levels at any time in the next four years. Nickel and 
asbestos exports suffered particularly precipitous declines. On balance, 
however, it is clear that the contraction of exports were of prime imp~ 
ortance in the downswing and the brief depression that followed. 


Finance d 


The total supply of money, including currency in the hands 
of the public and total deposits with the chartered banks, contracted 
by less than 20% from its maximum in November 1920 to its minimum in 
August 1922. The average for 1920 was $2.7 billions, for 1922 $2.3 
billions, a drop of less than 15%. Notice deposits declined relatively 
Little, Lrom $1,323 million in October 1919 to $1,156 mid idiom in 
Octover 1922, a 13% shrinkage. Demand deposits were reduced by 3%, 
from $729 million in November 1919 to $475 million in August 1922, and 
active note circulation fell by 30%. 


Once again, therefore, movements in the supply of money 
do not themselves provide a complete explanation of price movements. 
Supply of goods probably diminished somewhat in the period, inventory 
decumulation hardly counterbalancing contraction of current output. 
Thus »urchasing power must have fallen more than prices. Since quantity 
of money fell less than prices, the velocity of circulation must have 
declined considerably. The data are scanty, but lend support to this 
conclusion. From the autumn of 1920 to early 1923, bank clearings for 
various centres show contractions ranging from 4o% in Halifax and 30% 
in Montreal to 20% in Winnipeg and 12% in Toronto, even when corrected 
for seasonal fluctuations. 


Restriction of current loans was the primary factor in 
nonetary deflation. From $1,405 million in October 1920, these were cut 
down to $1,102 million in August 1922. Call loans underwent a bigzer 
percentage reduction, but were a much smaller factor in absolute terms, 
falling from $132 million in January 1920 to $97 million in July 1922. 
Except for bills of exchange, which were very sharply reduced during 
1921 and early 1922, the bigzest percentage decline in assets was in 
investments, which dwindled fron $671 million in October 1919 to $310 million 


1/ The figures of residential construction and automobile production 


are from the Financial Post Survey, 1926 


} Nes tae is i ion a 


ia Oe 3 ie ) 
| a ie Res 


ly § 9 ( yi Ra 
. F ve 


AL eg ih 
Biivnawoh add ab topgork¥ ‘Santos sus ‘oriow fieerRo . Ja 1 AeT ; 
omit mi duo eer wtarges thie Li7gh- rt NEE x0 “SEt6 cos, 5 
edtigge to eowfoy fholeydy- ade Min AWG of molilin SE LG qos, | 
od. .ylesteo Liloe-BLEr- ae 


ih OF. Reweqeco: hice bos 3nd’ ol deonin 209. he my 
wok od? bap bolvac: £S-t; 
ol” FA) yitaon yd aitth epy 


ebbitw! oi et ooylor Leoteuie ist tateg man 
neh egeoe CLCL odd satawh amiev 16} sate : 
od CLOL demelb-nd adrtten er moyt .oghew at dome wa yfsnow Lek. sisg 
mort ,caefow ab Subse 2 2add soon. doum ten. dad PI | St ab nokifin 

ofdewevntnd niw abort: .(S80F egw) OB of (9508 todao tyes) atk be xohmt ar 
atte <ISQL togovoO‘or fambkdet oct dma ,OSCL setoted od Mota cord 
ofits Ja" 3, £8 of Syvacnis’ ,wheelix #7e vlan tow ehaiw a ee SoRt sont 
OSL fengtt af: aabisia S889 to- exes —_— a Ta pBamoryick whip akaian Me . 
<i a oh wt Ane .£S80I feoeft al neklifte oF to aw oS 
mob Liter 38-ins saw oonie tnd ovltoe 

. bye ee 
yinkse etew neigolX lotiat ec aditopes heaves vigned® a 
Siig «ot et veutgue Stor hr to sorted eek ent 27% sdteacqees 
feat wuney: onddd of Sudetetabh yl Larter gotare begio edt spat) moan 

‘tangs oft .yndathd ai'eses so vaoa Sevam eteoqal Dae edsogee | ‘to. otag o om 
woltibemuns -Lesttyihat “S80 of OSCL mort KOO xoptal of? baw REO anktlet q 
oti ,oldcary x03 ,attoate oolt .sed¢adwonyeobht ave ttedt Sat, omues. Fa BA . 
git Set 8OLbte ot yignoate bogetsveh fre OSG LB bin ak wol tated . 
eid dad wwhtaeinty Sea prtoul? new vee .taesty + DLTYD fctonea of? to bye 1 


yloseta ,£5¢! to ote off 02 OBELaila goek yalede ~liney ‘aw - 
hina d a Ven Mi tage 2 at ao ,edtogxe wenn tot tneredd ys 7 ag 
ue oda ett etaoy, test dxen old ak entt one te Slave efor ated 
seaxnied £9 .gaatfoeh atte hanks 261g. Crelvostang Aetetlien attogxe adtesden 
megrel --uniery 2 tow atrogxe to apttosatncs edt gant “eos af eh ot eeldae = 
Suwollet tadd aolavateoh tebed edé baa: pares odt at 


abe off ot gus forcas wnd hel ont ,yoro: to ylone Lagod wat 
Lotnestaog a iptiad” | neaiod ts vio ait delw etteoqe® Indo’ Bou ol Lary ode. oe 
rt futbik® e¢ésod- OCL sedeover af auulxam eft nwbos mand — ot 
i, 39 $8 ‘eolk pub Erte ye of Sw “‘O5en uot Ota oft SOL t . 
yividnten Sy enifoob-adtsoqol onltot AA cudt eoof ko goed « oaobigid . 
at eoti ties SAE £B og eter vototed nk nol lth ESt S@ .ooxt ,aleaki- 
ae ‘xe fipelbia utay aetindgoh brane .oamlel da etl s cae pi 
‘Be , GRE Jems al oghifie eyse ot G10f tedacvoll AE gokiiin 78 aoxt 
, Oe ye {Lot nokte tare atns onhisn, Aime: 
M) 
“onor to vidawe sd! nf edteeevor SEO To tody bane son0 
sataecevor wit io mobtaneigns ohagar 09 ‘6 ehivory sort vat my 
ertovaival .fheksoa wilt ng tedwenoe bedsiatats yicngon : f eboon a sine | 
—ugios teotawo Tc colvortiacs goabinaladzedaaon siecle “wang 
Witseup vente .eeoki sod ston relist ‘avuul, tess 
ted tevin aokds yor > to wWioolar eff "Reo !-ter add: 9 
eld? of dtonque Sao - sig Saige ora airy ode yelen 
Tot taatsvoka snad i ca0e etenn of, OSEL to amdna 
OF Ana setitel ct RO cork cnt ee Riaiihietes 
hetowrtoo nasty aeve , pee ere gl “er 


tuo oto ond ag osee seicsue an mek be bes grt 
santdoe pantie oe einol [fed .8Ser ¢ . rere tfita SOL, ae wid 
acto? otv loads, wh toteAt tolirns desc 2 ote jut? eebdoblie @ pn ince 
SSUS xiv wt nobitie Tes at OSes cra ak aokli fie SEP cost Qrtlind 
mardi Soowhosy, “ey ptew sot ee o aif ‘s +02 toeon 
at Bew edovga entioak ts : ' 
ob tthe OLee oF OfEL tedetoO. wt Cajon 


Hott aithn'te of donsdin ha Aer 


me? a . 
t . ve ‘eu } vi ; 
y ’ iy - : 7 . 
>>) ee Ray Ae 
ow - 
a ¥ 5 a a 7 1A) acy en i - S 


- to 


two years later. Throughout the latter part of 1920, all of 1921, and 
oarly 1922, the banks increased their holdings of governments while 
Liquidating other types of security. By April 1922, their holdings of 
aon-government securities had been cut to less than half their Decamber 
1920 high. This policy probably reflected banking co-operation with the 
xinance Minister in supporting the bond market at this time. Real estate 
noldings were cut down during 1920, but started to grow again in 1921. 
Thus the banks added to the decline of the stock market and real estate 
warket. Long-term interest rates hardened throughout 1920, adding to the 
weflationary forces in operation at that time, and fell from the beginning 
of 1921 until late in 1922, when it was too late to prevent a deflation. 
Common stock prices moved inversely with bond prices, weakening throughout 
1920 and setting lows in the summer of 1921. Preferred stocks followed a 
similar course. While various types of shares established heights at 
cifferent times, all major categories touched bottom in the summer of 1921 
except textiles, which began to recover in April. 


Causes of Deflation: Fiscal Policy 


Fiscal policy in 1919-20 and 1920-21 was well calculated 
to bring about deflation. Tax collections swelled from $294 million in 
fiscal 1920 to $369 million in fiscal 1921. In fiscal 1922, a depression 
year, tax collections were still $320 million. Total revenues were 
$350 million in fiscal 1920, $436 million in fiscal 1921, $382 million 
in fiscal 1922. Expenditures were cut from $786 million in fiscal 1920 
to $528 million in fiseal 1921, and $463 million in fiscal 1922. Accor- 
Gingly, the deficit was narrowed from $436 million in fiscal 1920 to 
wl92 million in fiscal 1921 and $27 million in fiscal 1922. 


"Leverage effects" of government spending may even have 
been at their maximum in fiscal 1919. Total disbursements were higher in 
1920, but outlays on war, public works, and railways were higher in 1919. 
However, the “leverage effects" of these reductions would not be fully felt 
during fiscal 1920, and they may have been partially offset by the 
higher subsidies to railways in that year. 


In any case, all items likely to have strong "relation" 
effects (secondary increxses in private investment) were drastically 
reduced in fiscal 1921: 


Table 14. Selected Government Expenditures, 1920-1922 
(in millions) 
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Source: Canada Year Book, 1924, pp. 739, 4o 


"Consolidated fund" and "capital expenditures" under these headings 
combined. Outlays for pensions and re-establishment also fell markedly, 
from $89 million in 1920 to $70 million in 1921 and $53 million in 1922. 


The changed composition of tax revenue, as well as the 
increase in total collections probably had depressing effects. The slight 
fall in customs and excise revenue was more than offset by increased 
collections under the new sales tax. Similarly, the rise in incone tax 
collections would counterbalance any stimulating effects of the declining 
yield of the business profits tax after 1920. While taxes collected from 
banks, trust companies and insurance companies, were small part of the 
total revenue, they nevertheless increased enough in 1921 to add someWhat 
to the deflationary forces. 


While the downward revision of the tariffs in 1919 may have 
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had some influonce upen customs collections in subsequent years, the 
modest decline in revenues from customs and excises in fiscal 1921 and 
the much steeper fal} in the following year were more closely associated 
with falling imports and purchases. The increased revenue from sales 
taxes was, however, due to measures introduced at this time. “Luxury 
taxes" on certain imports were doubled in the 1920 budget, making some 
of them very high indeed, and rates of other "luxuries" such as liquor, 
beer, etc. were also raised. More important, a sales tax of 2% on the 
turnover of manufacturers was sO ee het The "luxury" taxes, with minor 
exceptions, were abolished in December 1920, but by that time deflation 
was well under way. 


As already noted, the coverage of the excess profits tax was 
restricted in 1919 and the rates reduced in 1920. The income tax was 
raised by 5% on all incomes above $5,000 in 1920. Payment during 1921 
of this higher rate on the relatively large incomes earned in the 
previous year must certainly have operated as a limiting factor on both 
consumption and investment. The previous boom having been based partly 
upon actual or expected increases in consumption, a tax policy which 
penalized consumption would have serious repercussions. The tax policy 
of 1920-22 must have acted in this manner on balance. A general sales 
tax tends to raise prices and so to restrict demand. The effects upon 
investment would be neutral at best, lower profits taxes counterbalancing 
higher income taxes. In the depression as in the boom, fiscal policy 
actually adopted was 2 far cry from what was necessary to maintain 
stability. 


Borrowing operations were not a significant factor at this 
tine. From the end of fiscal 1921 to the end of the following fiscal 
year, a period roughly synchronizing with the downswing, funded debt in 
New York and London was reduced a few millions and domestic debt was 
increased a few million, leaving the total substantially unchanged. 
In November 1922, a renewal loan of $114.5 million was floated in 
Canada, ané a loan of $100 million was ronewed with New York banks; 
but operations on such a small scale would not alter the general efferts 
of fiscal policy in its taxing and spending aspects. 


Causes of Deflation: Monetary Policy 


While most bankers clung to their passive concept of banking 
operations, monetary policy became distinctly deflationary after the 
beginning of 1920. Unfortunately, there seems to be no record of action 
actually taken by the banks to raise loan rates or to tighten credit 
at prevailing rates. Their activities in the security market were 
obviously contractionist. The figures show a reduction of both current 
and call loans, but figures alone cannot tell us whether the credit con- 
traction was the result of bank policy or merely the result of a 
diminished demand for loan funds. 


However, there is ample evidence that by 1920 bankers were 
convinced that prices had to be forced down, partly in order to reduce 
cost of living and partly to stop the depreciation of the Canadian 
dollar. Some bankers finally realized that the desired deflation would 
require monetary contraction, although the emphasis seems to have been 
on restricting currency circulation rather than volume of deposits. 

Sir Edmund Walker, for example, in his annual address as President of 
the Canadian Bank of Commeree in January 1920, spoke as follows: 


"The imperious demands of war rapidly raised all prices, and payment 
was only possible by inflating the curreney; unfortunately inflated 
currency sustains and further increases prices...We cannot adjust 
prices without also bringing about a contraction of the volume of 
paper money and other instruments of credit, and so far as it is 
possible to enforce contraction without interfering with the 
production of what is really necessary, the reduction of prices 


i/ The original proposal was for a 1% tax, but the rate was later doubled, 
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will be facilitated. In a word, bankers should not aid 
speculation, or assist ventures which do not directly lead 
to porduction", 1 


Preoccupation with the foreign exchange rates, which was 4 characteristic 


of 


banking thought at the time, is suggested by the following extract 


from the 1920 annual address of the President of the Home Bank; 


"The standing of exchange is, however, a matter which must 
still be viewed with. some aoe as it is having an effect 
upon our foreign trade." 2 


A year later, when prices had already fallen considerably, the 


cnphasis on need for deflation was qualified by adnonishments not to 
let deflation proceed too far: 


"The outcry for deflation, which at one timo was insistent in 

some quarters, has largely died out. Bankers feel that too rapid 
deflation, accompanied by an abrupt fall in prices, is not a 

good remedy for existing evils. We want a decline in prices, but 
it should be an orderly one, #3/ 


From countless such statements, it seems safe to deduce that 


banking policy was partly responsible for the downswing. Some 
indication that money had been tight is provided by the following 


in 


statement of the General Manager of the Merchants! Bank made early 


1921: 
"There are indications that the monetary position, broadly 
speaking, is less stringent, and that the general liquidity 


of credit now in evidence is continuing to develop further." 4/ 


The editors of the Canadian Annual Review for 1920 provide 


additional evidence of tight money in the fall of that year: 


"With the coming of Septomber, the contraction of money for 
crop moving purposes and other reasons, impressed itself upon 
industries and 2 distinct readjustment of conditions became 
apparent..; by November, liquidation was well under way,” 5/ 


« Sinilar statement was nade by the General Manager of the Canadian Bank 


of 


Commerce in January 1921: 


"Now that markets are becoming more normal and prices are falling, 
the demand (for credit) is sure to lessen. We may therefore 
expect easier money conditions and a lower level of profits until 
business becomes more netivew.6/ 


We have already seon that governmeht borrowing operations in 


this period wore negligible. Monthly issues of Dominion notes fell 
considerably during 1921 and 1922, partly no doubt in response to 

loss of gold from the Treasury. Total circulation of Dominion notes 
dwindled from $312 million in 1920 to $214 million in 1922. Circulation 


of subsidiary coinage also contractod. Thus the monetary policy of the 
Department of Finance as well ag of the banks was deflationary in 
complexion. 

i/ Canadian Annual Roview 1919 pp. 820-822. 

2/ Ibid p. 892. 

3/ Sir H. Vincent Meredith, President of the Bank of Montreal, annual 


address. Ibid 1920, p. 866. 

Canadian Annual Review 1920, p. 866. 

ibid p.. 33 

Ibid p. 851. So also in the 1921 edition: "Tho organized effectiveness 
of banking action in a national sense was obvious; the warnings 

and policy as to undue inflation were on record; the contraction of 
loans and cautious managenont of 1921 were well known and understood," 


(Cp. 33)u 


~~ : : Lad cr ohn) _ . tae a! 
arn 


5, got 

| bbe vten Blonde patauted ern ae 
heel waventh a ton of dokdw sousiiey 2 
’ of ' 
- ghtebiotoeteda-s see \Wetaw phen suRadeee. ‘aati ei dies doit 


foaty% ‘Naiwal bor add yo Seteontae. of ont eas Jn pie 
‘inet nnok oct %¢ dnodtaety ots to waarthor foxigne © xe: 


| 7 os / 
seen dokdw sedrem @ ,zerOwOs a oamitont, to antbhaove ean 


dootis Ae pitved ef 22 8A anne: Taken oe pt 
: 4b eeloto ogy 


a) 


+, ae 


oat itasiuaes wetted “bow rle hast soot, ee eee boon ee 


ot dos athersiatroshe yd boli fran eov “moitaLiab xt 
| isr'l oo? scab xii 


vo 5 gi Oboe dent ten ootd ebb de dole .WOREREYSE 208 
BE qey sot desig Deot eiscewt: «tao both ylone ide tet 

«+ , eter af ,aaottg ef {fet dawpade ao 8 ho poor 4 
gud Vavobud ai cablood « thew ov  .afive sntdakxo. xo : . 
; \Et.ca0 <baal Mo Be of b ors #2 


euros oF tases ancoe od ,etasocdpre “dose nab ttebon ate 
int welvesvih ait aot ofttocores’ Yalan saw yonteg a 
an Dwell fol wit? e fobivong wi adyutd ncod Beal yonod tea > 

9 to voQenat Levene ode te soaeeene Ke 


i> OG 


“furg oben dhe. “adapdorrtdl 
a i t 7 ab 
’ ioe 


yfirerd. ,.,oltieog ysreoron edd ord “prokdontbot pre oe 2}, 
' SHH AIL Lyerestey, ans sre Beep | ‘conte ete meet ef linn 3 ma 
\d ® soiteeny gofareh of matigntvaoo es sorohive of wor é to.’ 


bivowy SSBF sot? wo tren D eons, apthered sit Yo stoviby aA? 
stony todd to Tink sit ab yoson gmake By sameh ive ae) 


tA Vora Se gene EAN Se 8 eo ong .wodmed qos. to ‘pokaae ptt agen es 
roysr tiesss Sokentgnt ~etomnm, Teake fac eeaortag grévom got 
» oneeed ma ot PLbAOM ro dasmbamboor Jonteekb e Bar eotrtavhet E : 
cent tohew tov nev sobtebiuph st esaarem ee Pe steomegae he 


snarl pass wn gift. to 4h ang f ope ode yd heal enw tidwedcte untae 
21801 pewet at sow it 


‘\Gabt let wie posiuq Sree Leirren wan natacoods ute sifenisnn: tite 
. omegteeedt ven oW ..neaeal oF oig B2 f¢thoay tet) hasnoh, 
Liga ptt tony to Tevet aowol a Sap grok th Aaes syicort gohero Jooqae 
| 1S, "owt for ae naoshand 
sv o@ a 


oh ty sakdnteao pers oprad SHoedeuaiet ded? n008 ¢hoor nf ores 4 
[fer soto. cebatac® to eoueak yldtnon .oL tyifpon mt 90 OL 
at naOrlee's ci $duoh on yfdung ,SSOL Saad iniwch vi 

gota sokatmedt to aoktetvonko. Letoh  .pavane 
noliptwowt®.. .S80L af sotilin #£S$ of OSEL ot s 
od to wobec. eentonem Ole eu , Avtontdnea 6 
eh eran ok dat th acw adeed ods to ae ito 


: Daath; at 


e » 


S508 -o% 268 ny ive 
5 Pray " ii 


i 
e 
oe 


Sons aaa To anak ody ts saoktnest 
ee amg f 
he oe 


‘sencevtsee2t » toninennd ‘weet ‘od ehbo | 
_ anrkarew ots aauolvdo arw plenty 

‘. “ko molvorttate out {horgort m0 cow 
" rooterehay har sword flow view . ts 


t 


SD 


Other Causes of Deflation: Anticipations 


Disappointment of unduly optimistic expectations, 
particularly with regard to oxport markets, seoms to have played some 
role in the deflation of 1920-21. Professor Michell oven gives this 
factor first place anong causes of the downswing: 


"In a word, it was caused by a miscalculation on the part of 
the commercial world of the buying capacity of Europe after 
the war. This may perhaps appear a hard saying, but I am convinced 
that it is the only tenable explanation to put forward, The 
war was over, Burope was at peace, and her stock had run 
down to vanishing point ind must be replenished. Surely here 
was an opportunity unparalleled to do business with all the 
world . buyer. But the world was not able to buy what it so 
earnestly desired, especially with prices leaping upward. The 
exhaustion of Europe was extreme, the destruction of wealth, of 
purchasing filo had been enormous and the inevitable result 
followed." 2 


This explanation is .lso cpoused by Dr. Clark. ‘Tho "apparently 
insatiable European demand" created a fictitious prosperity to which 
collapse was the inevitable sequence. This denand “encouraged the 
spirit of speculation which still furthor raisod prices by creating 
artificial Bay Nor oe and by raising oxaggerated hopes of future price 
increases." & 


The hue and cry rbout "profiteering" and the prosecutions 
of the Board of Commerce, pusilanimous as they were, may have helpod 
to reverse expectrtions as to price movements. Once there was widespread 
-greenent that prices must and would cone down, the collapse of prices 
followed as a matter of course. By the end of 1920 there was enough talk a 
about “inevit»bility" of deflation to make it truly inevitable. According 


to the Canadian Annual Review for 1920, 


"During the yoar bankers wer- consistent in public and private in 
warning the people that ja chango was impending and then, in part, 
as to its charactar." / 


Tho editors quote a statement made by the President of the Bank of 
Montreal on December 6th, which can be regarded 1s more or less typical 
of such warnings: "Following a period of the excossive prices and 
inflated currencies characteristic of war times, the country is now 

in the midst of the process of ro-adjustment. It has been difficult 

to make producers, merchants, and others carrying heavy stocks, who 
have grown accustomed to high prices, accept the inevitable by recognizing 
the fact that it is futile to attempt to overcone natural laws and to 
realize that economic conditions, which no artificial neans can 

alter, alone are the cause of price decline. A lower price level must 
be reached before we can reasgnibly look for a resumption of business 
activity on a sound basis." t/ 


In face of the prosecution of “profiteers" and repeated 
forecasts °f nrice collapse by financial leaders, it was natural that ie 
inventory decumulation should eventually set in. The available figures 
are inadequate, but support the contention that such unloading of 
connodity stocks was a factor of some importance in the downswing. 

The index of cold storage holdings dropped from 125.3 in 1920 to 117.2 
in 1921 and 93.2 in 1922. All components of the index shared in the 
decline, and some items, such as beef and cheese, were unloaded very 
quickly indeed. Inventories of the St. Lawrence Sugar Go. shrank fron 
sone 70 nillion pounds at the close of 1920 to less than 20 million a 
year later, and under 6 million at the end of 1923. Silk inventories 
of Belding Corticolli were cut by about one third, Westinghouse 


vy H. Michell, address to Bankers! Educational Association, Journal of 
the Canadian Bankers Association, July 1922, pp. 483-4 

2/ W.C. Clark, "Business Cycles". op. cit. p. 14 

3/ Canadian Annual Review, 1920 p. 53. 
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inventories were cut almost in half, from the end of 1920 to the end 

of 1921 or 1922. Newsprint stocks went up in carly 1921, but dropped 
precipitously in the latter half of that year and in early 1922. While 
steel inventories fluctuated widely, the trend was clearly downward 
from the end of 1920 to the end of 1922, There were cxceptions, 8s in 
the case of Lake of the Woods flour inventories and Dominion Textiles 
holecings of finished goods, but in general invontorics,scem to have 
been liquidated on a significant scale at this time, i/ 


Labour unrest may also have made 1 contribution to the 
undermining of optimistic expectations. Trade union membership and 
time lost in industrial disputes were at their height in 1919, but 
the nervousness about the growing strength of trade unions and the 
accompanying communist scare did not die easily. On some occasions 
the unrest reached the point of violence, such as the clash between 
strikers and police in Winnipeg in June 1919. This riot, which was 
associated with the "One Big Union" movement and led to the arrest 
of J.S, Woodsworth, later founder of the C.0.F., was attributed by 
the press to Austrian incitation and leadership: 2} There was throughout 
the whole period a quite irrational fear of foreign “isns", which wore 
linked with "the labour problen" both at home and abroad. It was even 
suggested in some quarters that the hatred of the Western farmers for 
the banks might lead them to epouse the socialist wae oy 


Altogether, it seens safe to say that unfounded optinistic 
expectations had a part in the boom, and equally unfounded fears of 
collapse helped bring about deflation. 


Economic Thought and the Deflation 


The basic tenets of economic thought in the downswing period 
have emerged clearly enough in the foregoing discussion of its causes? 
the "inevitability" of depression and the necessity for a reduction in 
prices. Desire to lower the cost of living, fear of mounting national 
debt, worry over the depreciation of the Canadian dollar, and a simple 
conviction that "what goes up must come down", all contributed to the 
wide spread azrcement on this score. Other matters of interest discernible 
in the literature of the period are the conflict betweon the Finance 
Ministry and various clenents of the business and financial community 
over tax policy, and the much higher level of understanding of the fiscal 
process by Financo Minister Sir Honry Drayton than was displayed by 
his predecessor. 


Drayton's proposals for higher taxation were based not only 
on a feeling that the national debt should be cut down, but also upon 
a cloar understanding of the deflationary effects of incrensed tax 
rates. War justifies large deficits, he argucd; but now, 


"These conditions today .re changed; the war is won; expenses are 
nreat; the cost of Government operations as well as the carrying 
on of every business of every character in the country, has 
increased enormously, and over and above this the country, with 
other countries which took their part in the titanic struggle, 
is faced with a pyramid of debt....If anything like the same 
effort (as during the war) is made tn overcone debts, and by 
overconing debts to bring about a proper deflation of prices, 
credits, anc circulation, the task will prove well within our 
powers...", 


i Sce the statement of Sir Vincent Meredith on inventory speculation, 
on inventory speculation, quoted in the Canadian Annual Review 
B9eks Ds 253 

2/ Cf. Canadian Annual Review 1919 p. 475. 

3/ Cf. Ibid 1920, pp. 21, 66-7. Among the factors making for optimisn 
at the end of 1921, the Canadian Annual Review for that year mentions 
that "The attitude of Labour was proving most satisfactory in Canada, 
with, at the close of the year, an absolute nininum of trouble: 
everywhere..the Boalshevistic spirit of 1919 was clearly losing its 


grip and unrest almost visibly subsiding." 
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In supporting his proposal for higher luxury taxes, he added: 


"Not only is more revenue necessary, but extravagant and luxurious 
expenditure ought to be checked. Just so long as expenditures on 
non-essentials and extravagant expenditure continues, just so 
much longer will the drop in the value of essentials be postponed." 


At the same time, however, he justified reduced taxes on profits, 


"To an extent sufficient for the purpose of enabling firms to set 
aside more of their profits to reserves or plant extensions and 
tol/ put their business in a better position to meet the deflation 
period," 


A year later, when depression already lay upon the land, 
Sir Henry had a few revisions to suggest. He yielded to the antagonism 
to luxury taxes, arguing that they had already served their purpose! 
deflation had come. The excess profits tax was dropped, because "with 
present business conditions it would in any event become largely 
imperative" out also because “it is a tax which works harm to the 
general financial situation and business conditions in an a tees 
period and more particularly in a period of business depression, "e/ 


Sir Henry encountered opposition in one quarter or another 
to every proposal for higher taxes. We have already noted instances 
of attacks on the luxury taxes and excess profits taxes. Sir John 
Williamson, speaking to the bankers, bewailed the “excessive and 
unjust" income taxes, lumping them together with "governmental meddling 
in business", which, he argued, “produces only confusion and mischief"; 
but he supported the sales tax, on the grounds that it "bears equitably 
upon all elements of the population" ,3/ On the other hand, the 
Retail Association felt that the income tax should be strengthened, 
expressing "surprise and regret beyond measure" that it yielded only 


ere et ee: ate |e 
1/ The quotations are all from the Budget Speech of May 1920, reprinted 
in House of Commons Debates, Vol. III pp. 2h8s ff. 
2/ Budget Speech; May 1921; House of Commons Debates, Vol IV pp. 3114 fr. 
af Journal of the Canadian Bankers! Association, Vol. 28, 1920-21, p. 
320. A clear analysis of the attitude of Canadian business interests 
towards the sales tax introduced in 1920, is furnished by H.R. Kemp, 
M.A. of the University of Toronto, who also brings out the question 
of the regressive nature of the tax: "The sales tax has been 
favourably received in Canada (so far as any new tax can be said to 
be welcome), and it seems to be regarded, at least by the business 
community, as the most promising instrument for abolishing the 
national deficit. Unlike the customs duties, it does not offend the 
free trader; its ease of collection, its dependability, its elasticity, 
render it satisfactory from the administrative point of view; and it 
receives further influential support from the belief that it is 
entirely shifted to consumers, does not constitute a fresh burden 
upon 'business!, and does not check the accumulation of capital. In 
public discussions, not much has been heard with regard to its 
final incidence, its justice, or its probable remote effects." 
Social and Economic Conditions in Canada, American Academy of 
Political and Social Science, May 1923, p. 217. 
The Canadian Annual Review for 1921 mentions a joint 
Conference in Toronto on March 31st. of that year, called by the 
Finance Minister and including representatives of the Retail 
Merchants' Association, the Credit Men's Trust Association, the 
wholesale Grocers! Association and the Canadian Manufacturers! 
Association to discuss the tax situation. A resolution was passed 
declaring that the Business Profits Tax should not be re-enacted, 
that the Income War Tax on corporations should be repealed, that 
the Excise tax on manufacturing confectionery should be abolished, and 
that the Sales Tax should be readjusted, presumably to be collected 
from the importer or manufacturer instead of from the retailer.(p. 
32. Cf. also ibid 1920 p. 53) 
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vCO million, and bitterly opposed the sales tax, describing it as "an 
ill-advised, poorly conceived, and poorly devised measure that will be 
resented by every sound-thinking commercial man in Canada.1/ Even the 
policy of abandoning the excess profits tax was not without its critics. The 
Toronto Globe of January lst, 1920 reminded the government and the people. 


"Taxation of profits is a settled policy in almost every country 
in the world today. Moreover, the levy upon incomes..has reached 
2 point in Britain and other lands that would make many Canadians 
squirm if applied here. But there is no evidence that it is 
preventing investments in business and industrial organizations." 


To these conflicting views, Sir Henry firmly replicd that "We want to 
get the ene anc we are going to get it", but asked for detailed 
suggestions.£& 


Sir Henry's superior sophistication in monetary matters is 
well illustrated by the following statements} 


"Inflation of credit has more to do with increased buying power 
and therefore, with that increased buying power, has more to do 
with affecting the cost of commodities than circulation. It is 
true that in part these credits are increased by an inflated cir- 
culation, but the circulation deposited in banks from time to 
time plays but a small part of the total deposits. Every credit 
transaction, every advance made by a bank to a customer inevitably 
produces a corresponding deposit in the banks of that customers! 
creditor or creditors. The net result is to increase bank deposits 
by the extent of the credit and to increase the liabilities of the 
bank granting the credit without any corresponding increase in its 
cash assets.....-Inflation can only safely be cured in this as in 
other countries, by the Government and Provincial Governments 
stopping further loans and by all governmental institutions, 
including municipalities and indeed every individual whose circumstances 
permit it, reducing expenditure whenever possible and by an 
increased production in.all our forms of productive industry. "3/ 


The need for deflation was the dominant thought in all economic 
and financial discussion. The Canadian Anuwual Review proclaimed in 1920: 


"To those who understood the bases of international finance and 
economics, it was clear that another change was pending, though 
how soon it would come could not yet be clearly discerned; in 
English-speaking countries the Banks would have much to say in 
hastening a period of deflation and compelling the nMOT A eany 
prices upon which the existing situation so largely turned. 


The editors seem even to have resented resistance to deflation 
by retailers: 


"There was, up to September, no such sweeping change as in the 
United States, there were various increases and some spectacular 
declines, as in sugar and potatoes, but price cutting was not 
general and retail merchants—-who still carried large stocks at 
high prices——did not reduce them very aan they certainly made 
the process of deflation much slower."2 


The manufacturers, apparently, were less hard to convince: 
"The change in wages and prices had to come, and this was ‘fully realized 


by manufacturers, but it was not till ey, the middle of the 
year that the time of change seemed near, "6 


1/ Canadian Annual Review 1920, Dp. 53% 


e/ Ibid p. 53. 
3/ Budget Speech, May 1920, loc. cit. pp. 2480-~81. 
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or Ce ae 
The bankers began looking for reccssion the moment the war was over: 


"We have now entered upon a period such as has been looked for 
ever since the war ended—-one of lessened activity in businoss 
and falling prices——" and "A lower price level must be reached 
before we can reasonably Looe for a resumption of business 
activity on a sound basis."= 


In this case, the business and financial community found itself in 
agreement with the professional economist. In his analysis of the 
1920-21 depression, Dr. Clark speaks on the “expected reaction" and 
stresses the point that "everybody knew the world would have to pay 
the usual price for the hectic prosperity which had no solid basis. "2/ 


Thus Canada--and the world--got in 1920-21 what it wanted. 
To no inconsiderable extent, the depression of 1920-21 came about 
because the government, the financiers, and even the business men felt 
that a depression was inevitable and took steps to bring it about. 


In fairness to this viewpoint, it must be admitted that once 
the war and postwar inflation had taken place, stabilization at the top 
would have been difficult. There is no analytical reason why 4 price 
rise could not be levelled off at some point, but an inflation left to 
its own devices tends to become cumulative, and to stop it without a 
crisis is no simple task. Knut Wicksell, founder of the distinguished 
Swedish school of economists, was urquestionably right in his contention 
that nothing is of less importance than the level of prices; but as he 
also pointed out, violent price movements can result in distortion of 
the price-income structure which require adjustment if the economy is 
to function smoothly. After an inflation as severe as Canada 
experienced from 1913 to 1920, it may very well be easier to force 
down prices and incomes that are too high while keeping others constant, 
than to bring up those that have lagged behind. Since the postwar boom 
started when there was virtually no unemployment, it is even conceivable 
that something approaching a "“Hayekian" distortion of the investment 
structure took place, and the fact that output of producers! goods rose 
from 65.1 in 1919 to 75.0 in 1920 while output of consumers! goods fell 
from 74.3 to 71.9 might be regarded as evidence of such distortion. 


On the other hand, there is no proof that stabilization at 
the top would have been less troublesome. In any case, there is no 
reason why reduction of certain prices should be permitted to give rise 
to unemployment. If deflation is necessary, it could be accomplished by 
a stiffening of excess profits taxes in a manner which still provides an 
incentive for expansion and efficiency, increased taxation on goods in 
scarce supply, and direct limitations on consumer spending, at the same 
time that income is prevented from dropping too far by a public works or 
social security program or both. 3/ 


1/ The first statement is from the annual address of the General Manager 
of the Canadian Bank of Commerce in January 1921. Canadian Annual 
Review 1920 p. 851. The second is from the annual address of the 
President of the Bank of Montreal for the same year, ibid p. 864. 

2/ "Business Cycles..." op. cit. p.2 "Reconstruction" and"deflation" 
seen to have been used almost as synonyms. Thus the Canadian Annual 
Review fo r 1921 says that "deflation in the Dominion, as in the 
United States, had nearly reached its level, and there were indica- 
tions that the worst stages of reconstruction in North America had 
been passed," (17) and speaks of "the heavy fall in prices which 
accompanied reconstruction." (19) 

3/ These natters are dealt with more fully in the author's paper on 
"Postwar Tax Policy", to be published in the Canadian Journal of 
Economics and Political Science, August and November 1943. 
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Above all, there is no excuse fof letting deflation become eumulative. 
Deflation that goes too far may leave the price-income structure more 
badly distorted than it was at the peak of the boom. Indeed, such 

seems to be the case of either the 1920-22 or the 1929-32 deflations. 


Fortunately, Canada need not face this problem after the present 
war. If her war finance continues to combat inflation as successfully 
for the duration as it has thus far, there will be no need to even consider 
ways and means of bringing about a controlled deflation. No deflation will 
be necessary. Certain prices may have to come down, other to come up; but 
the general level can quite safely stay where it is. 


Despite its anachronistic character, however, the "inevitability' 
bogey may rear its head again, like some prehistoric monster that has out- 
lived its time. Virtually all ceonomists, and a growing number of bankers, 
business men, and voters, understand that neither a high national debt, a 
high price level, nor a depreciated currency constitutes an unassailable 
argument for deflation. Nevertheless, there remains a substantial residue 
of opinion that still adheres to the "what-goes-up-must-come down" dogma. 
Apart from winning the war, it is hard to think of anything more crucial 
for the future welfare of our country than the elimination of this residue. 
Certain situations unquestionably require deflationary policy, others just 
as certainly require inflationary action, if the level of national income 
and employment are to be kept safely at the optimum. The volume and 
distribution of government obligations, the quantity and distribution of 
money, foreign exchange rates, the level and structure of prices, the size 
and distribution of national income, the extent of excess capacity and 
unemployment--all these are data of great significanoe for the determination 
of appropriate economic policy at each point of time. None of them provides 
an infallible criterion in itself. 


The one thing that seems certain is that depressions are 
unnecessary. No one has shown in a manner carrying conviction that 
depression was "inevitable" after 1919, or after 1929, There is even less 
reason to suppose that depression is “inevitable” after 1919, or after 1929. 
There is even less reason to suppose that depression is "inevitable" after 
this war, since much of the machinery needed to prevent it is already in 
operation. The avoidance of depression, however, requires a carefully 
designed and publicly accepted policy to prevent it; a defeatist outlook 
in the government or among the people as a whole, and especially policy 
designed to bring depression about as a sort of atonement for past sins, 
could certainly bring depression upon the land. Moreover, the prevention 
of postwar depression starts with the present moment. On the one hand, 
it requires continuation and perhaps even strengthening of anti-inflation 
controls, not only until the war is over, but until industry is converted 
to peacetime production. On the other, it requires the preparation of an ue 
adequate reserve of useful public work and completion of plans for social 
security, In order to prevent a drop in income which might become 
cumulative, 


ay) For an interesting statement of the principles of fiscal policy, see 
A.P. Lerner, "Functional Finance", and the Federal Debt Social 
Research Fobruary 1943. 
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VI THES WAR AND THE STRUCTURE OF THE CANADIAN ECONOMY 


In comparison with great waves of prosperity and depression such 
as from 1894 to 1914 and from 1924 to 1934, the recession of 1920-21 was 
4 ripple on the stream of Canadian economic development. Recovery set in 
so soon after the downswing began, production and employment fell so 
little from one year to the next, commercial failures were so limited, that 
the period is more accurately described as “deflation® than as "depression", 
However, we saw in our introductory section that the typical postwar 
pattern ist hesitation; short inflationary booms sharp but short deflationary 
depression: sustained prosperity; collapse and stagnation, Perhaps, then, 
the true "postwar depression" was the period 1929 - 1939, rather than tho 
period 1920-21. Misht not the whole period of the twenties and thirties be 
regarded as a delayed and painful readjustment to the distortion brought 
about by the war-and—postwar boom of 1915-20? 


The answer seems to be "no", The extent of distortion of the 
Canadian economic structure during the war and its immediate aftormath was 
too slight to provide a full or satisfactory explanation of the unhappy 
experience of the thirties. Indeed, the only serious maladjustment left 
by the war was excess acreage under field crops, and it was an excess 
largely because of self-sufficiency programs abroad which narrowed the 
export market. These self-sufficiency programs were, of course, partly 
the result of the war; but. an unexpected change in demand for 4 major 
product is not what is usually implied by “wartime distortion" of the 
Canadian economy. 


Let us first examine the price structure. The main categories 
of prices for various years are shown in Table 15. Glancing down the 
1920 column, it is obvious that the war-and-postwar inflation led to 
"distortion" in the sense of an unbalanced rise in prices. Whether the 
Gispronortionate price rises represent true "distortion" in the sense of 
disequilibrium, or reactions to changes in costs or taste that required 
alteration of the price structure for the maintenance of equilibrium, is 
iupossible to determine beyond question. For the sake of argument, let 
us grant that the differences in price rise involved a significant degree 
of maladjustment. 


Look now at the 1922 situation. All prices have fallen, some 
more than others, The relative nositions of producers! goods and consumers! 
goods, of foods, oeverages and tobacco, vegetable products, and the 
goncril wholssale level, of “raw and partly" and "fully and chiefly" 
manufxctured goods, are reversed. But is there clearly less "distortion" 
than in 1920? Can we say definitely that the downswing was a period of 
price adjustment? While there are items that suggest realignment, the 
spreads were enhanced between raw materials and partly manufactured goods 
and fully and chiefly manufactured goods; between the general wholesale 
level and foods, beverages and tobacco or wood and paper; and between 
cost of living and wage rates. 


Perhaps “readjustment™ cannot be iccomplished so quickly. Let 
us consider the situation in 1929. The relation of the price of raw 
materials and partly manufricturead goods to fully and chiefly manufactured 
goods has again reversed itself, but the discrepancy is bigger than 
ever. The margin between producers! and consumers! goods has also 
increased. Export and import prices are farther apart than they were in 
depression. Foods and related commodities are above instead of below 
the average, but the gap has widened. Wage rates are still farther above 
the cost of living. There is little indication of “readjustment” here, 
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Table 15. Price Movements, 1918-1937 


(1913 = 100) 


t ! ! 1 ! t 1 t 
t t t 1 bf if t t 
' INDEX - morse!) 1920 1 1982 hi92e9." § 1938.' 1937 1 
t t { t ! t t 1 
er ete a. Ta oa a en Te ta a ke 
' Wholesale price average 1199.0 oun meee) Aino. s I1O4,2 *252,1 8 
' Producers! goods 196.1 ew? tio. '1He.6 934.7 127.97 
' Consumers! goods 172.9 1226.3 1153.6 152.7 114.9 '128.3 ! 
' Foods, beverages,& tobacco 1192.5 rau. 0 rie. Or BIGYo, MOD. Gh 151.5 * 
I i t { ! t 
t t t t 1 1 i 
' Raw & partly manufactured ! t t t ‘ ; i 
' zoods 1189.3 Fol Gutihe sh tisese 1 S62: 8132.1 |" 
! Fully & chiefly manu- ’ 1 ! t : : 

factured goods 1197.0 Pou 6 WSR PING eT e7 vt1e24.2 1 
1 1 ! ! H t t f 
' t t t f i t 
! Exports (a) 1195.1 TOME EMS thn Tes oF elo tesa t 
! Exports (a) 1185.6 ROT Musee Wee cow Woe. Go: 1123.0 2 
1 ! t 1 t 1 1 ! 
t { { 4 { () t { 
' Vegetable products 1220.2 (257. GUMlte. Ways ant 4h aotibe.2 ft 
{ Animals & products 1179.4 HeQlE eS ADRS 396 eye? 1110.6 
' Fibres, textiles,& products !269.9 Os Rahs EHSL TALIS7., T8RO5.1 | 
' Wood & paper products 1139.4 toha.6 1166.4 ot ty7,00 1108.1 120.0 | 
! Tron and its products 1227.3 tolpy 1151.8 3136.0. 1125.2 1147.7 1 
1 Non-ferrous metals trhh, 2 Wa hal Mrgsroy 10s s WH Ge S5.4-! 
' Non-metallic minerals 14Uh,9 11.97. Ste Seh petles. Go (x50, Ge iine. 5! 
' Chemicals & their products '187.3 1223.3 1166.4 !150.5 132.4 t1eg.4 ! 
! i if i t ! t 1 
t ! } t { { t 
! Gost of living (a) tug. 4 IVSSVEMEDSS OWN ES2e7 Lydd, Bike id 1 
hed atnaved rii7.ol/ "197.8 1182.4 1192.7 ! ' 


Sources: D.B.S., Prices and Price Indexes, 1913-1940, pages 9, 35, 41, 51, 
58. 
D.B.S., Economic Statistics of Canada, 1919-1930, Page 26. 


(a) Transferred to 1913 base. 

La This figure is taken from an article by J.J. Deutsch "War Finance and 
the Canadian Economy, 1914-20". Canadian Journal of Economics and 
Political Science, November 1940. The figure is not representative 
of rates of pay received by all wage-earners, since it is heavily 
weighted by wage-rates in skilled trades. 
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Still, the boom may have rotarded readjustment, which 
may have come about only in the downswing after 1929, Let us look, then, 
at 1932. Producers! and consumers! goods prices by this time have 
changed places once more, but with a still wider gap between them. The 
same is true of raw materials and partly manufactured goods and fully 
and chiefly manufactured goods. Foods are now below instead of above 
the average, wood and paper products are now above instead of below. 
Chemicals and iron and steel products are more out of line than in any 
of the previous years, and the sane is true in percentage terms of none 
ferrous metals and products. 


If we carry our analysis on to the next peak year, 1937, 
while the discrepancies are certainly less glaring than in 1920, they 
are still substsntial relative to the lower average level of prices. 
There is still no clear-cut evidence of "readjustment" to wartime 
distortion. Our conclusion, then, is that in the realms of prices, while 
a process of gradual, irregular, and frequently interrupted narrowing 
of price margins can be discerned in the 1920-37 period, price movements 
are too diverse to consider readjustment to wartime disruption of the 
price structure 4 dominant causal factor, 


Turning to occupational distribution, despite complications 
due to changing definitions of occupational categories, the same 
conclusion emerges with sufficient clarity to lend conviction. There 
was very little distortion due to war, and very little readjustment 
afterwards. The decennial census figures for 1911, 1921 and 1931 are 
presented in Table 16. The striking facts illustrated by this Table 
are two: ty) There was more change in the second decade than in the first, 
and 2/ The change was in the same direction in both decades in every 
Case except trade and transportation, where the fluctuations could be 
as well due to cyclical as to war factors, and where in any case the 
changes are too small to be significant. What we see is certain trends 
operating throughout the whole period--the decline in the "three f's!", 
(farming, fishing and forestry), the gradual decline of the relative 
importance of manufacturing, the increasing importance of services, 
and smaller number of male employees and larger number of female employees 
relative to total population. The relative loss of construction 
employment from 1921 to 1931 might be attributable in part to postponement of 
construction during the war, consequent building boom in the twenties, 
and consequent depression in the construction industry in the thirties; 
but there is nothing that can be labelled definitely as ie cas to 
wartime disturbances. 


If we examine the annual data of Table 16, we do find 
some minor shifts of occupational distribution after the war. While 
the total number of agricultural employees rose throughout the whole 
period from 1911 to 1922, there is nevertheless some evidence of a 
"back to the farm" movement in the 1921-2 depression, after which 
the share of agriculture in total employment resumed its downward 
course. Manufacturing suffered a decline in both absolute and relative 
terms, and while the total number of manufacturing employees rose 
again in 1923, manufacturing did not regain its 1920 share of total 
employment. Other factors show remarkable stability, with the share of 
the construction industry increasing during the depression years. 
Figures of national income produced tell essentially the same story. 
Surely, there is no acceptable proof of the "readjustment" thesis here. 


In agriculture, and especially in field crops, the war 
unquestionably left an inheritance of maladjustment, which might be 
called "distortion". Production of field crops, dairy products, and 
farm aninals were the most profitable agricultural pursuits during the 
war, and suffered the most intense depression afterwards, In 1920 field 
crops provided some three quarters of Bera cu here} revenues, dairy 
products about 134 and farm aninals about 7%. Area under field crops 
rose fron 33 million acres in 1914 to 60 million acres in 1921, with 
wheat responsible for about two thirds of total acreage. Wheat acreage 
increased from 10.3 million acres in 1914 to 17.4 million in 1918, but conti4 
nued to rise after the war 1s farmers tried unsuccessfully to combat price 
collapse with higher output. 1/ 


1/ For an excellent explanation of why agricultural output tends to increase 
in the early stages of depression, see Galbraith and Black, "The Main- 


tenance of Agricultural Production During Depression", Journal of Poli- 
tical Zconomy, June 1938, This phenomenon is by no means peculiar to 
Canada nor to the twentieth century.Cf, Higgins, “Agricultural and War", 
Op. cit. 
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Table 16. Percentage distribution of gainfully occupied population, 
2911, 292), &.19 56 
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Sources; 1921 and 1931 Censuses(embodying some estimates), 
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As Table XIII shows, the biggest expansion of all took place from 1920 to 
°1921. Acreage was again increased in the late twenties, and in 1931-32, 


The increase of wheat acreage during the last war has proved 
a serious problem in face of a contraction of exports from an avernge of 
$261.2 million in 1915-17 to $141.4 million in 1937-39. It might be said 
that it has proved a problem whenever the price of wheat dropped below $1.00. 
Yet Canada's chronic agricultural difficulties can hardly be called "read 
justment to wartime distortion." There has been little readjustment, and 
acreage tends tn go up when prices are high and for a short while after 
prices drop, regardless of the cause of pricc movements, 


A good case can be made out for regarding the thirties rather 
than the early twenties as the true period of postewar depression. It 
seems quite likely that the chief problem of economic policy after this 
war will be to prevent a similar collapse when the expected postwar boom 
has petered out, five, ten, or more years after the "reconstruction period" 
proper is over, It is quite a different thing to say that the depression 
of the thirties was "caused by" the war of 1914-18. The question will bear 
further study; but we find n> satisfactory evidence that such was the case. 


In War II, acreage under field crops has remained relatively 
constant, wheat acreage has even fallen a little. The number of men in the 
armed forces is much the same on a per capita basis as in War I. The 
expansion of debt and money supply is_9f the same order of magnitude. 
However, in this war 50%, and not 20% of national income is generated by 
war expenditures. Industrial production has expanded 150%, not 10%, We 
have developed a heavy industry, power plants, aircraft, munitions, 
automotive equipment, and other factories, shipbuilding capacity, on an 
astounding scale for a country of 12 million people. Our present economic 
structure is dependent upon a large export market for manufactured goods—- 
a market composed of countries that used to export manufactured gnods to 
us. Relative to prewar organization, the "distortion" of our econony is 
incomparably greater this time. If difficulties as serious as those 
suffered from 1919 to 1939 could follow the last war, what disasters could 
follow this one if policy is equally ill-conceived. 


1/ Including British expenditures in Canada. Canadian expenditures 
were only 10%. 
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Table 17. Gainfully Occupied Compared on a full-time Basis 1919 - 1923 
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VII THE 1913-23 CYCLE AND “OUTSIDE INFLUENCES" 


If Canadian econonic development from 1913 to 1923 or later cannot 
be regarded as a process of wartime distortion and postwar readjustment of 
tue internal economic structure, was it instead, as was then ang is still widely 
supposed, largely a matter of reaction to “outside influences?L 


The accompanying chart provides a comparison of national income, 
total exports, export surplus, and net long-term capital movements for the 
1919-23 period. It is immediately apparent that national income tends to 
vary directly both with exports and export surplus. In percentage terms, the 
fluctuctions in income are less violent than the variations in exports, 
2nd exports in turn fluctuate less violently than the balance of trade. 
Exports as a proportion of national income move irregularly, rising from less 
tian 17% in 1914 to nearly 50% in 1917, dropping below 30% in 1920 and to 21% 
in 1921. The export surplus increased from a debit balance ~4 per cent in 
1914 to 17 per cent in 1919, but fell to a debit of ~8 per cent again in 1920. 
In 1918 and 1919, both exports and the export surplus fell below the 1917 
level, but national income continued to rise. In 1920, the export surplus was 
negative, while income was at its peak. The movements of long-term capital 
vary still less closely with income. 


Neither statistical correlation nor the lack of it tells us 
anything final about causal relationships, The correlation of income with 
exports may mean that changes in income cause changes in exports, or that 
both are determined by a common third factor, as well as that changes in 
exports cause changes in income. The disparity of movement in 1918-20 oe 
suggests that other factors than exports or balance of trade are of considerable 
importance in income determination. 


However, there is a large and respectable vody of doctrine which 
shows that foreign trade may have a strong influence on national income. 
According to the principle of the "foreign trade multiplier", national income 
will, in the absence of offsetting f ctors, vary by some multiple of 
variations in the balance of Poach Statistical surveys suggest "multipliers" 
ranging from two to four for countries largely dependent upon foreign 
trade, such as Australia and Canada. D.C. Macgregor estimates that the 
"foreign trade multiplier" for Canada is between 2 and Yeo Since Prof. 
Macgregor includes in his estimate secondary effects on income through 
induced investment, it perhaps should be called a "foreign trade leverage 
coefficient" rather than a foreign trade multiplier coefficient, as the 
multiplier in its pure form refers only to secondary increases in consumer 
spending. However, it is the total effect of variations in foreign trade that 
interestS us, so we need not quibble over definitions. 


If we estimate the "foreign trade leverage coefficient" at 3, the 
change in export surplus from 1914 to 1919 would account for over half of the 
rise in national income in that period, and all of the drop in income from 
1919 to 1921. The rise in income in 1915 to 1917 would be overexplained, and 
the rise in income in 1918 and 1920 would be unexplained unless we admit 
a lag between change in export surplus and change in income over a year. If 
we can believe Professor Plumptre, such an assumption would be illegitimate, 
und the great bulk of "leverage" effeets would be felt in the same income ie 
period, which he takes t® be a crop-year, as that in which the change in yes 
valance of trade ecciieegie Thus "foreign trade leverage™ would be an important 
element in any explanation of the 1914-23 cycle, but is not a complete ex- 
planation in itself. 


4 See above, Chapter II. 


Some writers prefer to regard total exports as the "multiplicand", and 

to treat imports as a "leakage" reducing the size of the multiplier, A 

case could be made out for regarding the monetary multiplicand as the 
balance of payments rather than the balance of trade. However, such matters 
need not detain us here. 


3 Monthly Reveiw of the Bank of Nova Scotia, December 1935. 


A.F.W. Plunptre, "The Distribution of Outlay and the 'Multiplier! in 


the British Dominions", Canadian Journal of Economics and Political 


Science, August 1939. 
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However, as has been clearly shown by Mr. Eryce, the balance 
of trade is wt, the only kind of "outside influence” on Canadian economic 
fluctuations,-/ Prior to 1914, and a ain in 1921-25, the most important 
outside influence was foreign invest:nent in Canada, Investment, whether 
financed domestically or abroad, has its own "leverage effects", It is 
true that both domestic and foreign investment are effected by the balance 
of trade, both directiv and through the effect of trade upon national income, 
Such effects of foreign trade u»non investuent have already been ineluded in 
the "foreign trade leveraxe coefficient”, and in any case investient clearly 
depends upon other things besides the balance of trade. 


The ease of shifting from Canadian to American or British 
securities in normal times twkes the Canadian stock and bond markets highly 
susceptible to fluctuations in London snd New York. The very close 
relationship of Canadian business and financial thought and public opinion 
generally to the state of mind in Britain and more especially in the United 
States means that economic outlook in Canada is inevitably affected by 
currents of economic thought and anticipations in those countries, As 
Mr. Bryce puts it, “It is very difficult for us to obey, feeling optimistic 
when they do, and depressed when they feel depressed” .& 

An important deduction which ir, Bryce wakes from this close 
relationship of Canadian investinent unon economic conditions in the 
United States is that with the approach of that country to economic maturity, 
"if Canadian opportunities are to be realized, investmeht in this country 
May have to become more independent of American cenditions and sentiment 
than heretofore.” 


There can be no doubt that Canadian economic conditions are 
profoundly affected by outside forces, Yet there can be no doubt whatsoever 
that the final determinants of Canadian nations] income are consumption 
expenditure and investment expenditure, however prompted, From this simple 
fact, it follows that the clese relationship between Canadian and foreign 
economic fluctuations in the past is no excuse for adoptins a “defeatist” 
attitude towards Canadian economic developments in the future; menely 
because there is a possibility that things ilay not fo well elsewhere, It is 
true that the United States is threatened with serious inflation. Is inflation 
in Canada inevitable under such conditions? The answer is no. Canadian 
prices depend upon the flow of purchasing power relative to the flow of goods 
and services in Canada; these things are subject to internal control. Britain 
or the United States or both might have a depression sooner ov later after the 
ware Does that mean that depression is inevitable in Canada? Again the 
answer is ‘no", It means only that steps must be taken to senerate more 
income internally, by public works or other weans, The substitution of public 
spending for an export surplus as a course of income may result in some slight 
loss of efficiency in allocation of resources, but the loss would be 
insignificant compared to the losses throuz:h cumulative une.avlovaent. The 
policies necessary to insulate the Canadian economy against foreign inflation 
or depression may be coplicated and drastic, but they can be formulated and 
carried through. i 


Moreover, there is evidence that "outside influenced" are less 
important in this war than they were in the last one. Total exports have 
never reached 25% ef national income, and the export surplus hes never 
approached 10% of rational income, during the war. Moreover, the great bulk 
of our exports are financed directly by the government as part of war expenditures 
and are thus a form of government spending. Government expenditure is 
responsible for half of the national income. Care must be taken not to 
reduce it faster or slower than private spending can increase, If we succeed 
in this task, we need not worry too much about “outside influences," 


A Ni A a en eta 


i/ R.B. Bryce, "The Effects on Canada of Industrial Fluctuations in the 
United States", Canadian Journal of Heonomics and Political Science, 
August, 1939. one hie 
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VIII. SUMMARY AND CONCLUSIONS 


While more time to ponder the results of this inquiry into 
Canadian economic history from 1913 to 1923 must elapse before final 
conclusions could be offered, certain facts stand out clearly enough and 
others may be perceived, in the foregoing description and analysis. 


Summary: A Model War-and-Postwar Cycle 


Canadian experience from 1913 to 1923, supplemented by experience 
to date in this war, provides additional evidence that war-and-postwar 
economic developments have a charscteristie sequence, There are five 
discernible stages: 


(1) In its initial Stages, financing a war requires monetary 
expansion, and even some degree of price rise, to stimulate 
rapid absorption of excess capacity and unemployment and 
whatever reallocation of labour and resources is required by 
the war effort, 


(2) After the initial inflation, only an integrated anti-inflation 
policy combining heavy taxation, judicious borrowing, and direct 
controls of wages and prices, can prevent or immobilize further 
increases in the money Supply and so avoid a cumulative price rise. 


-_— 
es) 
— 


With or without serious wartime inflation, war finance results 

in the accumulation of money and bonds in the hands of individuals, 
business concerns, and institutions, many of which are not 
accustomed to holding such large reserves of liquid assets. 


(4) At warts end, the government is unwilling or unable to reduce 
immediately the rate at which it generates income through public 
expenditure. For a while, uncertainty as to future events checks 
the tendency for persons and institutions to convert their 
liquid holdings into goods and services by purchases on the 
market. Rapid demobilization prevents an immediate rise in income, 
although reabsorption of men released from the armed forces into 
Civilian occupations seems to take place very quickly indeed. 


(5) Once this period of hesitation is over, private spending 
increases, Added to government spending already high, and opposed 
by no immediate increase in the supplies of producers! and consumers 
goods, the result is accelerated inflation, 


In some countries, such as Germany, the inflation was permitted 
or even assisted to become cumulative, breaking down only when the circulating 
medium became virtually useless. In other counvries, including Canada, the 
common conviction that a deflationary recession was the ohly alternative 
to runaway inflation brought deflationary recession about. No country 
seems even to have tried to check postwar inflation and replace it with 
Sstability--with the possible exception of Switzerland, However, the 
success in Canada and Great Britain in replacing inflation with essential 
Stability in the present war shows that it can be done, The postwar problem 
is net basically different so far as control of prices is concerned, 


There is no inherent necessity in the sequence of war-and~ 
postwar events here outlined, It is due in large measure to people's ideas 
of what should or must be, and the influence of these ideas on economic 
events both directly and through their effeet upon economic policy. 


Role of Eeonomic Thought 


Considerable space has beén devoted to a demonstration of the 
close relationship between economic policy and economic thought in government, 
financial, and business circles, and to a lesser extent among agricultural 
and labour groups and the public generally. It has also been shown that 
economic policy has had a profound influence upon economic conditions. It 
has even been suggested that a country gets by way of economic developments 
what it thinks it should have or must tolerate, In Canada, because of the 
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large role that has been played by forcign trade and capital imports at 
various stages of our history, the “inevitability” doctrine has a 
particularly strong hold. 


It follows that if we are to maintain our acrobatic economy 
safely on its thin wire of stability after the war, public opinion must 
be first shaped so as to understand the nature of the postwar problem 
and the policies most likely to solve it. Second, public opinion must 
be welded together, In the past, leadership in economic thought has 
come from the business and financial communities and from members of the 
government, Today, the professional economist plays some role, and 
agricultural and labour opinion also makes itself felt, Tobegin with, 
therefore, an integration of economic thought among these various 
groups is necessary. Experience during and after the last war suggests 
that leadership in economic thought comes best from economists, which 
is not altogether remarkable. Nevertheless, integration of economic 
thought is a two-way process, requiring education of economists as well 
as by economists, 


Role of Hconomic Policy 


Of all branches of economic policy, fiscal policy was most 
influential in the 1913-23 cycle, Moreover, the explanation of the 
contrasting experience of the two war poriods lies very largely in the 
fiseal policy field. Monetary policy has been very largely the handmaiden 
of fiscal policy, and the same is true of direct controls of wages and 
prices--or the lack of then, 


The primary characteristic of the 1913-20 upswing was 
inflation due to monetary exoansion, Monetary expansion in turn was 
due to growing public expenditures and deficits, associated first with 
war and later with inability or unwillingness to stop war spending even 
though fighting had ceased, with increased outlays on public works, and 
to a much lesser extent with costs of dcmobilization, re-establishment, 
and pensions, At no time in this period was a truly effective effort 
made to immobilize new money by taxation or direct controls and even 
the largesecale public borrowings were not of an unadulteratcd defla- 
tionary charactcr. 


The banks assisted the Department of Finance in its 
deflationary financing, largely at the latter's instigation, but 
certainly with no strong opposition from the former. The banks bought 
Treasury bills, subscribed to war loans, and made loans to customers 
for the purchase of war bonds, as well as financing agriculture, 
industry, and commerce, 


Similarly, the downswing was due largely to deflationary 
fiscal policy, with the banks again playing a supplementary role, 
In addition to direct effects through reduced government expenditures, 
increased taxation, credit contraction, and bank liquidation of 
securities, government officials and bankers helped to precipitate 
depression by assuring the public that depression was inevitable, 


Role of Replacement Demand 


The "backlog" of demand for worn-out or depleted consumers’ 
and producers' goods docs not seem to have been a significant factor in 
the 1919-20 boom, and accordingly exhaustion of replacement demand 
cannot be regarded as an important factor in the subsequent recession, 
Only in the construction ficld can any real accumulation of postponed 
demand be discerned, However, the construction industry thrived throughout 
the whole of the twenties, and the 1920-22 recession cannot be explained 
in terms of the building cycle. 


Since restrictions upon consumption and upon replacement of 
peacetime plant and equipmcnt have been much more stringent in this 
war, replacement demand may be much more important when it is over, 
Added to other inflationary forces, it may make the task of controlling 
inflation more difficult than ever, Morcover, whether activation of 
idle money and conversion of bonds into cash to be spent is due to 
"replacement demand" or to brand-new demand is after all a matter of 
secondary importance, If demand increases before supply can be increased 
to meet it, a price rise is the only possible result. Postwar policy must 
continue to prevent demand from increasing out of proportion to supplies 
available at current prices, 
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Role of "Outside Influences 


Canadian economic fluctuations are partly, but by no means entirely, 
due to outside forces. Both “foreign trade leverage effects" and foreign 
investment in Canada have exerted enormous influence upon Canada's economy 
in the past. They may do so again in the future. Yet there is evidence 
that since 1923, “outside forces" have been gradually replaced by domestic 
investment, public and private, as the chief factor in Canadian income 
generation. From 1920 to 1929, capital invested in Canada increased by 38%. 
The export surplus was negative in both 1920 and 1929, but at its peak in 
1925, the export surplus was well below the 1917 figure. Total exports 
reached a peak of $1,364 million in 1928, compared to $1,555 million in 1917. 
vet investment in the twenties was considerably more than total export surplus 
for these Geereatt In the thirties, domestic investment, and particularly 
public investment, still further replaced exports as an income~-generator. 
Since war began, public expenditures have become the dominant factor in the 
economy, accounting for 50 per cent of the national income, The export 
surplus in 1942 was slightly above the 1917 figure, but since it was paid for 
by the Canadian government, it is more properly regarded as public spending 
than as an export surplus. Moreover, Canada has become a net creditor nation. 


If necessary, foreign trade and foreign investment in Canada can 
be still further replaced by domestic investment, public or private. Such 
replacement is in no way incompatible, with full employment, nor is it 
incompatible with a very high level of national income on prewar standards. 
Even if it were necessary to "give away goods on the present scale, or 
to spend equivalent amounts on public works, a national income on the current 
level is perfectly possible. It should be possible to do better than that, 
given anything short of the worst possible luck or quite inadequate 
economic policy. 


Role of Wartime "Distortion" and Readjustment". 


Exigencies of war as such were not of primary importance in postwar 
business cycles. Except for the inflation and deflation already noted, no 
great disruption of the economy took place during the war, and there is 
little evidence of readjustment afterwards. The construction industry boomed 
the more as a result of wartime limitations. The expanded monetary base 
made possible considerable industrial expansion in the later twenties without 
lowering prices, and so helped to sustain the boom. Yet the boom of the 
twenties seems to have been due to factors which appeared in the twenties, 
and the depression in the thirties seems to have been due mainly to forces 
which were present before the last war. 

In many respects, the relation of war finance to the boom of the 
twenties and the subsequent collapse is of much greater importance than 
its relation to developments in 1919-23. No doubt the postwar inflation 
brought severe hardship to some individuals and groups, and the 1920-22 
recession must have had unpleasant consequences for many people. Yet if the 
worst we had to fear was a repetition of 1919-23, our current concern over 
postwar reconstruction would be excessively grave. Nothing very terrible 
seems to have happened between 1919 and 19243. The sufferings consequent 
upon the inflation and deflation would be well worth avoiding, but would 
not warrant viewing the postwar world with alarm. 


Of course, the 1919-23 cycle multiplied by 24 in accordance with 
the difference in proportion of national income generated by war expenditure 
would be very serious indeed. Moreover, if an inflation 23 times as steep 
or a depression 24 times as deep were to occur, it is highly probable that 
neither would stop there. Bither inflation or deflation would tend to 
become cumulative, with great danger that our high-wire-walking economy 
would perish either in the inflationary flames or in the depression abyss. 
We must certainly be prepared to prevent either catastrophe from befalling 
our economic system in the two or three years following the war. 


Nevertheless, it is the veriod starting 5 to 15 years after the 
Armistice when the post-postwar boom is over that will bring the gravest 
dangers. In order to meet them, it is of the utmost importance that the 
nature and causes of post-postwar booms and the post—postwar depressions 
that follow should be thoroughly understood in their relationship to the 
Canadian economy. Such understanding would require a study at least as 
careful and perhaps several times as long as the present one. In the final 
section, an attempt is made to trace the relationship of the war to the 


T/ Figures for net investment are from the Report of the Royal Commission 


on Dominion—Provincial Relations, Vol. I, page 116, 
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whole Canadian economic development from 1919 to 1939, but it is 
necessarily more speculative than the other parts of this concluding chapter. 


The Nature of Canadian Bconomic Fluctuations Since 1913 


In 1913, Canada reached the end of a “long wave" upswing 
associated with rapid population growth, discovery of new resources, 
opening up of new territories, and supplementary industrial and commercial 
activities. Despite brief interruptions of this expansion prior to 
1913, it would not be too much to say that this upswing began with the 
aiscoveries of Jean Cabot or Jacques Cartier and the first settlement of 
the country. Since 1913, however, Canadian economic history consists of 
a perpetual struggle against "secular stagnation." 


True, when War I began there was still room for a great deal 
of expansion, There were still unoccupied territories to settle, still 
new mineral resources to exploit, still new industries to develop, still 
room for a bigger population. However, it was becoming clear that maintenance 
of the same rate of growth was impossible; and a mere slackening of the 
rete of growth is enough to cause economic difficulties. The best land 
was taken up, most of the easily accessible mineral deposits were discovered, 
the railways were built, the west was opened up, the towns and cities were 
there, The population growth in the first decade of this century was 
3363 due to reduced immigration and falling birth rates, population grew 
only 18% in the twenties and only 10% in the thirties. Only in the 
last two years of the twenties, and never since, has value of building 
permits and value of construction contracts awarded reached 1912 levels. 
Between 1890 and 1915 the value of capital invested in manufacturing 
qguidrupled, as it had between 1870 and 1890. Between 1920 and 1940 it 
increased only 40%, Between 1900 and 1915 the net value of manufactured 
products increased 52%, between 1920 and 1937 it declined. Despite 
expansion in certain areas and industries, it is clear that in 1913 
the Canadian economy was beginning to slow down. 


Moreover, those countries upon which Canada counted most for 
stimulation from outside, Great Britain and the United States, had proceeded 
even farther into the stage of economic maturity. It is partly for this 
reason, both directly and through trade restrictions imposed by those 
countries to offset the factors of stagnation operating there, that Canada 
never regained export surpluses of the magnitude of the last war 
until this war broke out -—- and this time Canada has had to finance most 
of her own exports, 


The first world war provided temporary escape from the 
stagnation process. By postponing construction, it provided one of the 
chief bases of continued activity after the war. By increasing the area 
under field crops, it added ultimately to the problem of .overexpansion 
in this sector of the economy. In the middle twenties, when wheat prices 
were over $1.00 per bushel and foreign self-sufficiency programs had not 
made themselves felt, there was again an illusion of prosperity in the 
west which led to still further expansion. The result was that the 
collapse of prices and intensification of European self-sufficiency drives 
(in part a product of the last war) during the thirties was disastrous 
for the Canadian west. 


During 1919-22, inflation and deflation took place without 
disturbing the basic pattern of the Canadian economic situation. 
“Stagnation” might well have reared its ugly head again in 1923, had not 
a constellation of more or less accidental factors made its appearance. 
Chief among these factors were four: (a) the automobile, with all the 
investment it brought with it in factories, roads, vetroleum refineries, and 
so forth; (bd) hydroelectric power, which called forth investment not only 
in power plants, wires, and so on, but also in mining and pulp and paper, 
especially in British Columbia, Ontario, and Quebec: (c) prosperity abroad 
which led to renewed expansion of Canadian foreign trade}; {d) reduced 
freight rates from the middle west to Vancouver, which, in conjunction with 
the opening of the Panama canal, stimulated expansion in Alberta and 
western Saskatchewan. In the Maritimes, the stresses and strains of economic 
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maturity were apparent even in the twenties, but for the econemy as a 
shole they were offset by the youthful vigour of British Columbia, and 
the middle-aged robustness of Ontario and Quebec. 


"Secular stagnation" reappeared with a vengeance in the thirties. 
While some recovery had been achieved by 1939, it was far from complete, 
as the subsequent doubling of national income and 150% growth of 
industrial production demonstrates. Moreover, what recovery there was 
cannot be considered endogenous or spontaneous. In part, it was due to 
recovery in the United Kingdom, a recovery which was in large measure 
"spontaneous" in its initial stages, but after 1934 very largely induced 
by government expenditures on armaments and public works. In part it was 
due to recovery in the United States, which in turn was brought about 
mainly by government spending, depreciation of the dollar, and other 
weasures of intervention. To a limited extent, Canadian recovery was due 
to domestic recovery policy, including public work expenditures, 


Cnly with the outbreak of a new world war and the consequent 
huge growth of government spending were the forces of "stagnation" fully 
overcome. Once again war has provided an interlude of expansion. It 
is quite likely that the interlude will last for some time after this 
war, as it did after the last one. Sooner or later, however, "stagnation" 
will appear again, stronger than ever. “Accidents" of the sort which 
brought prosperity in the twenties will no doubt occur again from time 
to time; but with each period of expansion, further expansion through 
private enterprise becomes more difficult. 


The policy implications of this thesis have been made popular 
vy Hansen, Keynes, and others. Too little attention has been paid, 
however, to their relevance to the Canadian economy. It is true that 
"stagnation is less advanced here than in England or in the United 
States; but if the thesis is applicable at all, its import is 
imucasurable. Without detracting from the desirability of retaining 
anti-inflation techniques and preparing for possible unemployment in the 
immediate postwar period, the validity of the "secular stagnation" 
thesis for Canada means that our main attention should be directed 
towards erecting bulwarks against repetition of the conditions of the 
thirties. 


The author recommends, therefore, that this thesis be carefully 
studied in its deeper relationships to the Canadian economy, Such a 
study will invelve amorg other things consideration of regional differences, 
which have unfortunately had to be glossed over in the present pages. It 
clearly implies, however, that much more significance must be attached 
to programmes of public investment, the conservation and development 
of Canadian natural resources, the reorganization of our transportation 
and communication facilities, housing and town planning, and the like - 
as long-term matters, not merely as stop-gaps for a temporary or tran- 
sitional postwar adjustment period. 
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